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committee chairman on ways and
means to the Internal Revenue Depart-
ment, IRS, the Commissioner, to deter-
mine if any of the data with regard to
confidential tax matters is in this ma-
terial, because if it is, that is a felony.
Thorough clarification should be forth-
coming from the Internal Revenue
Service to comfort us that none of this
information that was so willy-nilly dis-
tributed throughout the White House
found its way into their hands, includ-
ing material from the Internal Revenue
Service.

So, as has been demonstrated here
this afternoon, there are a host of le-
gitimate questions that have deep
meaning with regard to the protection
of the rights of individual citizens in
these United States of America.

Mr. President, with that, I conclude
my remarks and yield back any time
remaining that was dedicated to my
control.

Mr. ROBB addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from Virginia is recognized.
(The remarks of Mr. ROBB and Mr.

MOYNIHAN pertaining to the submission
of Senate Resolution 276 are located in
today’s RECORD under ‘‘Submissions of
concurrent and Senate resolutions.’’)

f

FAREWELL TO PATTY DEUTSCHE
Mr. BURNS. Mr. President, I rise

today to say farewell to my legislative
assistant, Patty Deutsche. She has
been with me for over 7 years and I will
certainly miss her.

She arrived in my office with almost
no knowledge of Montana but quickly
became one of us. It did not take long
for her to figure out that 60 miles on a
map did not necessarily mean a car
ride of 60 minutes. And since she began
as my scheduler, that was important.
She ran my life for 2 years—both in the
office and on the road—and made my
new life in Washington, DC, that much
easier.

When she moved to the legislative
side, I knew she would attack the is-
sues with just as much energy and
competence. Though the issues she
handled fell under committees on
which I did not serve, they tended to be
the hot topics. From health care to
welfare, Medicare to Social Security,
small business to labor unions, veter-
ans and the aging to abortion, edu-
cation and family issues—she learned
the issues, knew them well, and was al-
ways my dependable source when I
needed an update. She had her finger
on the pulse here in the District of Co-
lumbia and her finger on the pulse in
Montana and I know my constituents
appreciated that and benefited from
that.

Being a Californian in Montana is
not easy, but she was quickly accepted
by even the most ardent Montana na-
tives. They never had an opportunity
to question her loyalties. She worked
for Montana and Montana’s residents
as if it were her own home State.

After 5 years handling these many
legislative issues, she has accomplished

a lot. She has been instrumental in
promoting rural health care, from the
fight over health care reform in 1994 to
the promotion of telemedicine. She has
helped me fight for small businesses—
and that is crucial to my State. And
she has always been a voice of reason
when it comes to questions of morals,
ethics, family values, and what is
right. I have teased her about being to
the right of Attila, but I always knew
I could count on her opinion to be well
thought out, strong, and conservative.

But aside from her tremendous dedi-
cation to her work, her sense of humor
will be missed. She brought levity to
stressful times. Her counseling chair
was always available, not just to me
but to other staff as well. Whether pro-
viding an open ear, objective advice or
a funny story, Patty managed to find
time for others as well as get her work
done.

Mr. President, longevity is not the
norm on the Hill and keeping staff as
long as 7 years is rare. I have been
lucky to have Patty on my staff almost
since I first arrived in town. And
though I will miss her terribly, she
knows she will always have a home
here and in Montana. She is moving to
Louisville, KY, to be the manager of
government relations for Vencor, Inc.
And I hope they realize what a treasure
they are getting in Patty. I have no
doubt that she will embrace her new
job and that Louisville will embrace
her.

Patty Deutsche has served me well
and she has served Montana well. I
know the folks with whom she has
built relationships in the Big Sky
Country will feel her absence, but
Patty is the type that will continue to
nurture those relationships, whether
she represents Montana or not. That is
just the way she is.

Today is her last day working for me
and she will soon leave for Kentucky. I
wish her the best of luck and all the
happiness in the world. God bless you,
Patty.

f

THE VERY BAD DEBT BOXSCORE

Mr. HELMS. Mr. President, at the
close of business, Friday, July 5, 1996,
the Federal debt stood at
$5,153,659,808,407.00.

On a per capita basis, every man,
woman, and child in America owes
$19,429.74 as his or her share of that
debt.

f

CONCLUSION OF MORNING
BUSINESS

The PRESIDING OFFICER. Morning
business is closed.

f

SMALL BUSINESS JOB
PROTECTION ACT OF 1996

The PRESIDING OFFICER. Under
the previous order, the Senate will now
proceed to the consideration of H.R.
3448, which the clerk will report.

The assistant legislative clerk read
as follows:

A bill (H.R. 3448) to provide tax relief for
small businesses, to protect jobs, to create
opportunities, to increase the take home pay
of workers, to amend the Portal-to-Portal
Act of 1947 relating to the payment of wages
to employees who use employers owned vehi-
cles, and to amend the Fair Labor Standards
Act of 1938 to increase the minimum wage
rate and to prevent job loss by providing
flexibility to employers in complying with
minimum wage and overtime requirements
under that Act.

The Senate proceeded to consider the
bill which had been reported from the
Committee on Finance with an amend-
ment; as follows:

H.R. 3448
Be it enacted by the Senate and House of

Representatives of the United States of America
in Congress assembled,
SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited
as the ‘‘Small Business Job Protection Act
of 1996’’.

(b) TABLE OF CONTENTS.—
TITLE I—SMALL BUSINESS AND OTHER

TAX PROVISIONS
Sec. 1101. Amendment of 1986 Code.
Sec. 1102. Underpayments of estimated tax.

Subtitle A—Expensing; Etc.
Sec. 1111. Increase in expense treatment for

small businesses.
Sec. 1112. Treatment of employee tips.
Sec. 1113. Treatment of dues paid to agricul-

tural or horticultural organiza-
tions.

Sec. 1114. Clarification of employment tax
status of certain fishermen.

Sec. 1115. Modifications of tax-exempt bond
rules for first-time farmers.

Sec. 1116. Newspaper distributors treated as
direct sellers.

Sec. 1117. Application of involuntary conver-
sion rules to presidentially de-
clared disasters.

Sec. 1118. Class life for gas station conven-
ience stores and similar struc-
tures.

Sec. 1119. Treatment of abandonment of les-
sor improvements at termi-
nation of lease.

Sec. 1120. Deductibility of business meal ex-
penses for certain seafood proc-
essing facilities.

Sec. 1121. Clarification of tax treatment of
hard cider.

Sec. 1122. Special rules relating to deter-
mination whether individuals
are employees for purposes of
employment taxes.

Subtitle B—Extension of Certain Expiring
Provisions

Sec. 1201. Work opportunity tax credit.
Sec. 1202. Employer-provided educational as-

sistance programs.
Sec. 1203. Research credit.
Sec. 1204. Orphan drug tax credit.
Sec. 1205. Contributions of stock to private

foundations.
Sec. 1206. Extension of binding contract date

for biomass and coal facilities.
Sec. 1207. Moratorium for excise tax on die-

sel fuel sold for use or used in
diesel-powered motorboats.

Subtitle C—Provisions Relating to S
Corporations

Sec. 1301. S corporations permitted to have
75 shareholders.

Sec. 1302. Electing small business trusts.
Sec. 1303. Expansion of post-death qualifica-

tion for certain trusts.
Sec. 1304. Financial institutions permitted

to hold safe harbor debt.
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Sec. 1305. Rules relating to inadvertent ter-

minations and invalid elec-
tions.

Sec. 1306. Agreement to terminate year.
Sec. 1307. Expansion of post-termination

transition period.
Sec. 1308. S corporations permitted to hold

subsidiaries.
Sec. 1309. Treatment of distributions during

loss years.
Sec. 1310. Treatment of S corporations under

subchapter C.
Sec. 1311. Elimination of certain earnings

and profits.
Sec. 1312. Carryover of disallowed losses and

deductions under at-risk rules
allowed.

Sec. 1313. Adjustments to basis of inherited
S stock to reflect certain items
of income.

Sec. 1314. S corporations eligible for rules
applicable to real property sub-
divided for sale by noncor-
porate taxpayers.

Sec. 1315. Financial institutions.
Sec. 1316. Certain exempt organizations al-

lowed to be shareholders.
Sec. 1317. Effective date.

Subtitle D—Pension Simplification
CHAPTER 1—SIMPLIFIED DISTRIBUTION RULES

Sec. 1401. Repeal of 5-year income averaging
for lump-sum distributions.

Sec. 1402. Repeal of $5,000 exclusion of em-
ployees’ death benefits.

Sec. 1403. Simplified method for taxing an-
nuity distributions under cer-
tain employer plans.

Sec. 1404. Required distributions.
CHAPTER 2—INCREASED ACCESS TO

RETIREMENT PLANS

SUBCHAPTER A—SIMPLE SAVINGS PLANS

Sec. 1421. Establishment of savings incen-
tive match plans for employees
of small employers.

Sec. 1422. Extension of simple plan to 401(k)
arrangements.

SUBCHAPTER B—OTHER PROVISIONS

Sec. 1426. Tax-exempt organizations eligible
under section 401(k).

Sec. 1427. Homemakers eligible for full IRA
deduction.

CHAPTER 3—NONDISCRIMINATION PROVISIONS

Sec. 1431. Definition of highly compensated
employees; repeal of family ag-
gregation.

Sec. 1432. Modification of additional partici-
pation requirements.

Sec. 1433. Nondiscrimination rules for quali-
fied cash or deferred arrange-
ments and matching contribu-
tions.

Sec. 1434. Definition of compensation for
section 415 purposes.

CHAPTER 4—MISCELLANEOUS PROVISIONS

Sec. 1441. Plans covering self-employed indi-
viduals.

Sec. 1442. Elimination of special vesting rule
for multiemployer plans.

Sec. 1443. Distributions under rural coopera-
tive plans.

Sec. 1444. Treatment of governmental plans
under section 415.

Sec. 1445. Uniform retirement age.
Sec. 1446. Contributions on behalf of dis-

abled employees.
Sec. 1447. Treatment of deferred compensa-

tion plans of State and local
governments and tax-exempt
organizations.

Sec. 1448. Trust requirement for deferred
compensation plans of State
and local governments.

Sec. 1449. Transition rule for computing
maximum benefits under sec-
tion 415 limitations.

Sec. 1450. Modifications of section 403(b).
Sec. 1451. Waiver of minimum period for

joint and survivor annuity ex-
planation before annuity start-
ing date.

Sec. 1452. Repeal of limitation in case of de-
fined benefit plan and defined
contribution plan for same em-
ployee; excess distributions.

Sec. 1453. Tax on prohibited transactions.
Sec. 1454. Treatment of leased employees.
Sec. 1455. Uniform penalty provisions to

apply to certain pension report-
ing requirements.

Sec. 1456. Retirement benefits of ministers
not subject to tax on net earn-
ings from self-employment.

Sec. 1457. Model forms for spousal consent
and qualified domestic rela-
tions forms.

Sec. 1458. Treatment of length of service
awards to volunteers perform-
ing fire fighting or prevention
services, emergency medical
services, or ambulance services.

Sec. 1459. Date for adoption of plan amend-
ments.

Subtitle E—Revenue Offsets
PART I—GENERAL PROVISIONS

Sec. 1601. Modifications of Puerto Rico and
possession tax credit.

Sec. 1602. Repeal of exclusion for interest on
loans used to acquire employer
securities.

Sec. 1603. Repeal of exclusion for punitive
damages.

Sec. 1604. Extension and phasedown of lux-
ury passenger automobile tax.

Sec. 1605. Termination of future tax-exempt
bond financing for local fur-
nishers of electricity and gas.

Sec. 1606. Repeal of financial institution
transition rule to interest allo-
cation rules.

Sec. 1607. Extension of airport and airway
trust fund excise taxes.

Sec. 1608. Basis adjustment to property held
by corporation where stock in
corporation is replacement
property under involuntary
conversion rules.

Sec. 1609. Extension of withholding to cer-
tain gambling winnings.

Sec. 1610. Treatment of certain insurance
contracts on retired lives.

Sec. 1611. Treatment of contributions in aid
of construction.

PART II—FINANCIAL ASSET SECURITIZATION
INVESTMENTS

Sec. 1621. Financial asset securitization in-
vestment trusts.

PART III—TREATMENT OF INDIVIDUALS WHO
EXPATRIATE

Sec. 1631. Revision of tax rules on expatria-
tion.

Sec. 1632. Information on individuals expa-
triating.

Sec. 1633. Report on tax compliance by Unit-
ed States citizens and residents
living abroad.

Subtitle F—Technical Corrections
Sec. 1701. Coordination with other subtitles.
Sec. 1702. Amendments related to Revenue

Reconciliation Act of 1990.
Sec. 1703. Amendments related to Revenue

Reconciliation Act of 1993.
Sec. 1704. Miscellaneous provisions.

Subtitle G—Other Provisions
Sec. 1801. Exemption from diesel fuel dyeing

requirements with respect to
certain States.

Sec. 1802. Treatment of certain university
accounts.

Sec. 1803. Modifications to excise tax on
ozone-depleting chemicals.

Sec. 1804. Tax-exempt bonds for sale of Alas-
ka Power Administration facil-
ity.

Sec. 1805. Nonrecognition treatment for cer-
tain transfers by common trust
funds to regulated investment
companies.

Sec. 1806. Qualified State tuition programs.
TITLE II—PAYMENT OF WAGES

Section 1. Short title.
Sec. 2. Proper compensation for use of em-

ployer vehicles.
Sec. 3. Effective date.
Sec. 4. Minimum wage increase.
Sec. 5. Fair Labor Standards Act Amend-

ments.
TITLE I—SMALL BUSINESS AND OTHER

TAX PROVISIONS
SEC. 1101. AMENDMENT OF 1986 CODE.

Except as otherwise expressly provided,
whenever in this title an amendment or re-
peal is expressed in terms of an amendment
to, or repeal of, a section or other provision,
the reference shall be considered to be made
to a section or other provision of the Inter-
nal Revenue Code of 1986.
SEC. 1102. UNDERPAYMENTS OF ESTIMATED TAX.

No addition to the tax shall be made under
section 6654 or 6655 of the Internal Revenue
Code of 1986 (relating to failure to pay esti-
mated tax) with respect to any underpay-
ment of an installment required to be paid
before the date of the enactment of this Act
to the extent such underpayment was cre-
ated or increased by any provision of this
title.

Subtitle A—Expensing; Etc.
SEC. 1111. INCREASE IN EXPENSE TREATMENT

FOR SMALL BUSINESSES.
(a) GENERAL RULE.—Paragraph (1) of sec-

tion 179(b) (relating to dollar limitation) is
amended to read as follows:

‘‘(1) DOLLAR LIMITATION.—The aggregate
cost which may be taken into account under
subsection (a) for any taxable year shall not
exceed the following applicable amount:

‘‘If the taxable year The applicable
begins in: amount is:

1997 ........................... 18,000
1998 ........................... 18,500
1999 ........................... 19,000
2000 ........................... 20,000
2001 ........................... 24,000
2002 ........................... 24,000
2003 or thereafter ...... 25,000.’’

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1996.
SEC. 1112. TREATMENT OF EMPLOYEE TIPS.

(a) EMPLOYEE CASH TIPS.—
(1) REPORTING REQUIREMENT NOT CONSID-

ERED.—Subparagraph (A) of section 45B(b)(1)
(relating to excess employer social security
tax) is amended by inserting ‘‘(without re-
gard to whether such tips are reported under
section 6053)’’ after ‘‘section 3121(q)’’.

(2) TAXES PAID.—Subsection (d) of section
13443 of the Revenue Reconciliation Act of
1993 is amended by inserting ‘‘, with respect
to services performed before, on, or after
such date’’ after ‘‘1993’’.

(3) EFFECTIVE DATE.—The amendments
made by this subsection shall take effect as
if included in the amendments made by, and
the provisions of, section 13443 of the Reve-
nue Reconciliation Act of 1993.

(b) TIPS FOR EMPLOYEES DELIVERING FOOD
OR BEVERAGES.—

(1) IN GENERAL.—Paragraph (2) of section
45B(b) is amended to read as follows:

‘‘(2) ONLY TIPS RECEIVED FOR FOOD OR BEV-
ERAGES TAKEN INTO ACCOUNT.—In applying
paragraph (1), there shall be taken into ac-
count only tips received from customers in
connection with the delivering or serving of
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food or beverages for consumption if the tip-
ping of employees delivering or serving food
or beverages by customers is customary.’’

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to tips re-
ceived for services performed after December
31, 1996.
SEC. 1113. TREATMENT OF DUES PAID TO AGRI-

CULTURAL OR HORTICULTURAL OR-
GANIZATIONS.

(a) GENERAL RULE.—Section 512 (defining
unrelated business taxable income) is
amended by adding at the end the following
new subsection:

‘‘(d) TREATMENT OF DUES OF AGRICULTURAL
OR HORTICULTURAL ORGANIZATIONS.—

‘‘(1) IN GENERAL.—If—
‘‘(A) an agricultural or horticultural orga-

nization described in section 501(c)(5) re-
quires annual dues to be paid in order to be
a member of such organization, and

‘‘(B) the amount of such required annual
dues does not exceed $100,

in no event shall any portion of such dues be
treated as derived by such organization from
an unrelated trade or business by reason of
any benefits or privileges to which members
of such organization are entitled.

‘‘(2) INDEXATION OF $100 AMOUNT.—In the
case of any taxable year beginning in a cal-
endar year after 1995, the $100 amount in
paragraph (1) shall be increased by an
amount equal to—

‘‘(A) $100, multiplied by
‘‘(B) the cost-of-living adjustment deter-

mined under section 1(f)(3) for the calendar
year in which the taxable year begins, by
substituting ‘calendar year 1994’ for ‘cal-
endar year 1992’ in subparagraph (B) thereof.

‘‘(3) DUES.—For purposes of this sub-
section, the term ‘dues’ means any payment
(whether or not designated as dues) which is
required to be made in order to be recognized
by the organization as a member of the orga-
nization.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to taxable
years beginning after December 31, 1994.
SEC. 1114. CLARIFICATION OF EMPLOYMENT TAX

STATUS OF CERTAIN FISHERMEN.
(a) CLARIFICATION OF EMPLOYMENT TAX

STATUS.—
(1) AMENDMENTS OF INTERNAL REVENUE

CODE OF 1986.—
(A) DETERMINATION OF SIZE OF CREW.—Sub-

section (b) of section 3121 (defining employ-
ment) is amended by adding at the end the
following new sentence:
‘‘For purposes of paragraph (20), the operat-
ing crew of a boat shall be treated as nor-
mally made up of fewer than 10 individuals if
the average size of the operating crew on
trips made during the preceding 4 calendar
quarters consisted of fewer than 10 individ-
uals.’’.

(B) CERTAIN CASH REMUNERATION PER-
MITTED.—Subparagraph (A) of section
3121(b)(20) is amended to read as follows:

‘‘(A) such individual does not receive any
cash remuneration other than as provided in
subparagraph (B) and other than cash remu-
neration—

‘‘(i) which does not exceed $100 per trip;
‘‘(ii) which is contingent on a minimum

catch; and
‘‘(iii) which is paid solely for additional du-

ties (such as mate, engineer, or cook) for
which additional cash remuneration is tradi-
tional in the industry,’’.

(C) CONFORMING AMENDMENT.—Section
6050A(a) is amended by striking ‘‘and’’ at the
end of paragraph (3), by striking the period
at the end of paragraph (4) and inserting ‘‘;
and’’, and by adding at the end the following
new paragraph:

‘‘(5) any cash remuneration described in
section 3121(b)(20)(A).’’.

(2) AMENDMENT OF SOCIAL SECURITY ACT.—
(A) DETERMINATION OF SIZE OF CREW.—Sub-

section (a) of section 210 of the Social Secu-
rity Act is amended by adding at the end the
following new sentence:
‘‘For purposes of paragraph (20), the operat-
ing crew of a boat shall be treated as nor-
mally made up of fewer than 10 individuals if
the average size of the operating crew on
trips made during the preceding 4 calendar
quarters consisted of fewer than 10 individ-
uals.’’.

(B) CERTAIN CASH REMUNERATION PER-
MITTED.—Subparagraph (A) of section
210(a)(20) of such Act is amended to read as
follows:

‘‘(A) such individual does not receive any
additional compensation other than as pro-
vided in subparagraph (B) and other than
cash remuneration—

‘‘(i) which does not exceed $100 per trip;
‘‘(ii) which is contingent on a minimum

catch; and
‘‘(iii) which is paid solely for additional du-

ties (such as mate, engineer, or cook) for
which additional cash remuneration is tradi-
tional in the industry,’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to remu-
neration paid after December 31, 1994.
SEC. 1115. MODIFICATIONS OF TAX-EXEMPT

BOND RULES FOR FIRST-TIME FARM-
ERS.

(a) ACQUISITION FROM RELATED PERSON AL-
LOWED.—Section 147(c)(2) (relating to excep-
tion for first-time farmers) is amended by
adding at the end the following new subpara-
graph:

‘‘(G) ACQUISITION FROM RELATED PERSON.—
For purposes of this paragraph and section
144(a), the acquisition by a first-time farmer
of land or personal property from a related
person (within the meaning of section
144(a)(3)) shall not be treated as an acquisi-
tion from a related person, if—

‘‘(i) the acquisition price is for the fair
market value of such land or property, and

‘‘(ii) subsequent to such acquisition, the
related person does not have a financial in-
terest in the farming operation with respect
to which the bond proceeds are to be used.’’

(b) SUBSTANTIAL FARMLAND AMOUNT DOU-
BLED.—Clause (i) of section 147(c)(2)(E) (de-
fining substantial farmland) is amended by
striking ‘‘15 percent’’ and inserting ‘‘30 per-
cent’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to bonds is-
sued after the date of the enactment of this
Act.
SEC. 1116. NEWSPAPER DISTRIBUTORS TREATED

AS DIRECT SELLERS.
(a) IN GENERAL.—Section 3508(b)(2)(A) is

amended by striking ‘‘or’’ at the end of
clause (i), by inserting ‘‘or’’ at the end of
clause (ii), and by inserting after clause (ii)
the following new clause:

‘‘(iii) is engaged in the trade or business of
the delivering or distribution of newspapers
or shopping news (including any services di-
rectly related to such trade or business),’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to services
performed after December 31, 1995.
SEC. 1117. APPLICATION OF INVOLUNTARY CON-

VERSION RULES TO PRESI-
DENTIALLY DECLARED DISASTERS.

(a) IN GENERAL.—Section 1033(h) is amend-
ed by redesignating paragraphs (2) and (3) as
paragraphs (3) and (4) and by inserting after
paragraph (1) the following new paragraph:

‘‘(2) TRADE OR BUSINESS AND INVESTMENT
PROPERTY.—If a taxpayer’s property held for
productive use in a trade or business or for
investment is compulsorily or involuntarily
converted as a result of a Presidentially de-
clared disaster, tangible property of a type

held for productive use in a trade or business
shall be treated for purposes of subsection (a)
as property similar or related in service or
use to the property so converted.’’.

(b) CONFORMING AMENDMENTS.—Section
1033(h) is amended—

(1) by striking ‘‘residence’’ in paragraph (3)
(as redesignated by subsection (a)) and in-
serting ‘‘property’’,

(2) by striking ‘‘PRINCIPAL RESIDENCES’’ in
the heading and inserting ‘‘PROPERTY’’, and

(3) by striking ‘‘(1) IN GENERAL.—’’ and in-
serting ‘‘(1) PRINCIPAL RESIDENCES.—’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to disasters
declared after December 31, 1994, in taxable
years ending after such date.
SEC. 1118. CLASS LIFE FOR GAS STATION CON-

VENIENCE STORES AND SIMILAR
STRUCTURES.

(a) IN GENERAL.—Section 168(e)(3)(E)
(classifying certain property as 15-year prop-
erty) is amended by striking ‘‘and’’ at the
end of clause (i), by striking the period at
the end of clause (ii) and inserting ‘‘, and’’,
and by adding at the end the following new
clause:

‘‘(iii) any section 1250 property which is a
retail motor fuels outlet (whether or not
food or other convenience items are sold at
the outlet).’’

(b) CONFORMING AMENDMENT.—Subpara-
graph (B) of section 168(g)(3) is amended by
inserting after the item relating to subpara-
graph (E)(ii) in the table contained therein
the following new item:

‘‘(E)(iii) . . . . . . . . . . . . . . . . . 20’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to property
which is placed in service on or after the
date of the enactment of this Act and to
which section 168 of the Internal Revenue
Code of 1986 applies after the amendment
made by section 201 of the Tax Reform Act of
1986. A taxpayer may elect (in such form and
manner as the Secretary of the Treasury
may prescribe) to have such amendments
apply with respect to any property placed in
service before such date and to which such
section so applies.
SEC. 1119. TREATMENT OF ABANDONMENT OF

LESSOR IMPROVEMENTS AT TERMI-
NATION OF LEASE.

(a) IN GENERAL.—Paragraph (8) of section
168(i) is amended to read as follows:

‘‘(8) TREATMENT OF LEASEHOLD IMPROVE-
MENTS.—

‘‘(A) IN GENERAL.—In the case of any build-
ing erected (or improvements made) on
leased property, if such building or improve-
ment is property to which this section ap-
plies, the depreciation deduction shall be de-
termined under the provisions of this sec-
tion.

‘‘(B) TREATMENT OF LESSOR IMPROVEMENTS
WHICH ARE ABANDONED AT TERMINATION OF
LEASE.—An improvement—

‘‘(i) which is made by the lessor of leased
property for the lessee of such property, and

‘‘(ii) which is irrevocably disposed of or
abandoned by the lessor at the termination
of the lease by such lessee,

shall be treated for purposes of determining
gain or loss under this title as disposed of by
the lessor when so disposed of or aban-
doned.’’

(b) EFFECTIVE DATE.—Subparagraph (B) of
section 168(i)(8) of the Internal Revenue Code
of 1986, as added by the amendment made by
subsection (a), shall apply to improvements
disposed of or abandoned after June 12, 1996.
SEC. 1120. DEDUCTIBILITY OF BUSINESS MEAL

EXPENSES FOR CERTAIN SEAFOOD
PROCESSING FACILITIES.

(a) IN GENERAL.—Subparagraph (E) of sec-
tion 274(n)(2) is amended by striking ‘‘or’’ at
the end of clause (iii), by striking the period
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at the end of clause (iv) and inserting ‘‘, or’’,
and by inserting after clause (iv) the follow-
ing new clause:

‘‘(v) provided at a remote seafood process-
ing facility located in the United States
north of 53 degrees north latitude.’’

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1996.
SEC. 1121. CLARIFICATION OF TAX TREATMENT

OF HARD CIDER.
(a) HARD CIDER CONTAINING NOT MORE

THAN 7 PERCENT ALCOHOL TAXED AS WINE.—
Subsection (b) of section 5041 (relating to im-
position and rate of tax) is amended by strik-
ing ‘‘and’’ at the end of paragraph (4), by
striking the period at the end of paragraph
(5) and inserting ‘‘; and’’, and by adding at
the end the following new paragraph:

‘‘(6) On hard cider derived primarily from
apples or apple concentrate and water, con-
taining no other fruit product, and contain-
ing at least one-half of 1 percent and not
more than 7 percent of alcohol by volume,
22.6 cents per wine gallon.’’

(b) EXCLUSION FROM SMALL PRODUCER
CREDIT.—Paragraph (1) of section 5041(c) (re-
lating to credit for small domestic produc-
ers) is amended by striking ‘‘subsection
(b)(4)’’ and inserting ‘‘paragraphs (4) and (6)
of subsection (b)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on
January 1, 1997.
SEC. 1122. SPECIAL RULES RELATING TO DETER-

MINATION WHETHER INDIVIDUALS
ARE EMPLOYEES FOR PURPOSES OF
EMPLOYMENT TAXES.

(a) IN GENERAL.—Section 530 of the Reve-
nue Act of 1978 is amended by adding at the
end the following new subsection:

‘‘(e) SPECIAL RULES FOR APPLICATION OF
SECTION.—

‘‘(1) NOTICE REQUIREMENTS.—
‘‘(A) WRITTEN AGREEMENT REQUIRED BE-

TWEEN TAXPAYER AND INDIVIDUAL.—The pro-
visions of subsection (a)(1) shall not apply
with respect to a taxpayer and any individ-
ual unless such taxpayer and individual sign
a statement (at such time and in such form
as the Secretary may prescribe) which pro-
vides that such individual will not be treated
as an employee of the taxpayer for purposes
of employment taxes.

‘‘(B) NOTICE OF AVAILABILITY OF SECTION.—
An officer or employee of the Internal Reve-
nue Service shall, before or at the com-
mencement of any audit relating to the em-
ployment status of one or more individuals
who perform services for the taxpayer, pro-
vide the taxpayer with a written notice of
the provisions of this section.

‘‘(2) RULES RELATING TO STATUTORY STAND-
ARDS.—For purposes of subsection (a)(2)—

‘‘(A) a taxpayer may not rely on an audit
commenced after December 31, 1996, for pur-
poses of subparagraph (B) thereof unless such
audit included an examination for employ-
ment tax purposes of whether the individual
involved (or any individual holding a posi-
tion substantially similar to the position
held by the individual involved) should be
treated as an employee of the taxpayer,

‘‘(B) in no event shall the significant seg-
ment requirement of subparagraph (C) there-
of be construed to require a reasonable show-
ing of the practice of more than 25 percent of
the industry (determined by not taking into
account the taxpayer), and

‘‘(C) in applying the long-standing recog-
nized practice requirement of subparagraph
(C) thereof—

‘‘(i) such requirement shall not be con-
strued as requiring the practice to have con-
tinued for more than 10 years, and

‘‘(ii) a practice shall not fail to be treated
as long-standing merely because such prac-
tice began after 1978.

‘‘(3) AVAILABILITY OF SAFE HARBORS.—Noth-
ing in this section shall be construed to pro-
vide that subsection (a) only applies where
the individual involved is otherwise an em-
ployee of the taxpayer.

‘‘(4) BURDEN OF PROOF.—
‘‘(A) IN GENERAL.—If—
‘‘(i) a taxpayer establishes a prima facie

case that it was reasonable not to treat an
individual as an employee for purposes of
this section, and

‘‘(ii) the taxpayer has fully cooperated
with reasonable requests from the Secretary
of the Treasury or his delegate,

then the burden of proof with respect to such
treatment shall be on the Secretary.

‘‘(B) EXCEPTION FOR OTHER REASONABLE
BASIS.—In the case of any issue involving
whether the taxpayer had a reasonable basis
not to treat an individual as an employee for
purposes of this section, subparagraph (A)
shall only apply for purposes of determining
whether the taxpayer meets the require-
ments of subparagraph (A), (B), or (C) of sub-
section (a)(2).’’

(b) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendment made by

this section shall apply to periods after De-
cember 31, 1996.

(2) NOTICE REQUIREMENTS.—
(A) WRITTEN AGREEMENT.—In the case of

individuals who first perform services for a
taxpayer before January 1, 1997, the require-
ments of section 530(e)(1)(A) of the Revenue
Act of 1978 (as added by subsection (a)) shall
not apply before January 1, 1998, unless the
taxpayer elects to apply such requirements
before such date.

(B) NOTICE BY INTERNAL REVENUE SERV-
ICE.—Section 530(e)(1)(B) of the Revenue Act
of 1978 (as added by subsection (a)) shall
apply to audits which commence after De-
cember 31, 1996.

(3) BURDEN OF PROOF.—
(A) IN GENERAL.—Section 530(e)(4) of the

Revenue Act of 1978 (as added by subsection
(a)) shall apply to disputes involving periods
after December 31, 1996.

(B) NO INFERENCE.—Nothing in the amend-
ments made by this section shall be con-
strued to infer the proper treatment of the
burden of proof with respect to disputes in-
volving periods before January 1, 1997.

Subtitle B—Extension of Certain Expiring
Provisions

SEC. 1201. WORK OPPORTUNITY TAX CREDIT.
(a) AMOUNT OF CREDIT.—Subsection (a) of

section 51 (relating to amount of credit) is
amended by striking ‘‘40 percent’’ and insert-
ing ‘‘35 percent’’.

(b) MEMBERS OF TARGETED GROUPS.—Sub-
section (d) of section 51 is amended to read
as follows:

‘‘(d) MEMBERS OF TARGETED GROUPS.—For
purposes of this subpart—

‘‘(1) IN GENERAL.—An individual is a mem-
ber of a targeted group if such individual is—

‘‘(A) a qualified IV–A recipient,
‘‘(B) a qualified veteran,
‘‘(C) a qualified ex-felon,
‘‘(D) a high-risk youth,
‘‘(E) a vocational rehabilitation referral,
‘‘(F) a qualified summer youth employee,

or
‘‘(G) a qualified food stamp recipient.
‘‘(2) QUALIFIED IV–A RECIPIENT.—
‘‘(A) IN GENERAL.—The term ‘qualified IV–

A recipient’ means any individual who is cer-
tified by the designated local agency as
being a member of a family receiving assist-
ance under a IV–A program for at least a 9-
month period ending during the 9-month pe-
riod ending on the hiring date.

‘‘(B) IV–A PROGRAM.—For purposes of this
paragraph, the term ‘IV–A program’ means
any program providing assistance under a
State plan approved under part A of title IV

of the Social Security Act (relating to assist-
ance for needy families with minor children)
and any successor of such program.

‘‘(3) QUALIFIED VETERAN.—
‘‘(A) IN GENERAL.—The term ‘qualified vet-

eran’ means any veteran who is certified by
the designated local agency as being—

‘‘(i) a member of a family receiving assist-
ance under a IV–A program (as defined in
paragraph (2)(B)) for at least a 9-month pe-
riod ending during the 12-month period end-
ing on the hiring date, or

‘‘(ii) a member of a family receiving assist-
ance under a food stamp program under the
Food Stamp Act of 1977 for at least a 3-
month period ending during the 12-month pe-
riod ending on the hiring date.

‘‘(B) VETERAN.—For purposes of subpara-
graph (A), the term ‘veteran’ means any in-
dividual who is certified by the designated
local agency as—

‘‘(i)(I) having served on active duty (other
than active duty for training) in the Armed
Forces of the United States for a period of
more than 180 days, or

‘‘(II) having been discharged or released
from active duty in the Armed Forces of the
United States for a service-connected dis-
ability, and

‘‘(ii) not having any day during the 60-day
period ending on the hiring date which was a
day of extended active duty in the Armed
Forces of the United States.

For purposes of clause (ii), the term ‘ex-
tended active duty’ means a period of more
than 90 days during which the individual was
on active duty (other than active duty for
training).

‘‘(4) QUALIFIED EX-FELON.—The term ‘quali-
fied ex-felon’ means any individual who is
certified by the designated local agency—

‘‘(A) as having been convicted of a felony
under any statute of the United States or
any State,

‘‘(B) as having a hiring date which is not
more than 1 year after the last date on which
such individual was so convicted or was re-
leased from prison, and

‘‘(C) as being a member of a family which
had an income during the 6 months imme-
diately preceding the earlier of the month in
which such income determination occurs or
the month in which the hiring date occurs,
which, on an annual basis, would be 70 per-
cent or less of the Bureau of Labor Statistics
lower living standard.

Any determination under subparagraph (C)
shall be valid for the 45-day period beginning
on the date such determination is made.

‘‘(5) HIGH-RISK YOUTH.—
‘‘(A) IN GENERAL.—The term ‘high-risk

youth’ means any individual who is certified
by the designated local agency—

‘‘(i) as having attained age 18 but not age
25 on the hiring date, and

‘‘(ii) as having his principal place of abode
within an empowerment zone or enterprise
community.

‘‘(B) YOUTH MUST CONTINUE TO RESIDE IN
ZONE.—In the case of a high-risk youth, the
term ‘qualified wages’ shall not include
wages paid or incurred for services per-
formed while such youth’s principal place of
abode is outside an empowerment zone or en-
terprise community.

‘‘(6) VOCATIONAL REHABILITATION REFER-
RAL.—The term ‘vocational rehabilitation
referral’ means any individual who is cer-
tified by the designated local agency as—

‘‘(A) having a physical or mental disability
which, for such individual, constitutes or re-
sults in a substantial handicap to employ-
ment, and

‘‘(B) having been referred to the employer
upon completion of (or while receiving) reha-
bilitative services pursuant to—
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‘‘(i) an individualized written rehabilita-

tion plan under a State plan for vocational
rehabilitation services approved under the
Rehabilitation Act of 1973, or

‘‘(ii) a program of vocational rehabilita-
tion carried out under chapter 31 of title 38,
United States Code.

‘‘(7) QUALIFIED SUMMER YOUTH EMPLOYEE.—
‘‘(A) IN GENERAL.—The term ‘qualified

summer youth employee’ means any individ-
ual—

‘‘(i) who performs services for the employer
between May 1 and September 15,

‘‘(ii) who is certified by the designated
local agency as having attained age 16 but
not 18 on the hiring date (or if later, on May
1 of the calendar year involved),

‘‘(iii) who has not been an employee of the
employer during any period prior to the 90-
day period described in subparagraph (B)(i),
and

‘‘(iv) who is certified by the designated
local agency as having his principal place of
abode within an empowerment zone or enter-
prise community.

‘‘(B) SPECIAL RULES FOR DETERMINING
AMOUNT OF CREDIT.—For purposes of applying
this subpart to wages paid or incurred to any
qualified summer youth employee—

‘‘(i) subsection (b)(2) shall be applied by
substituting ‘any 90-day period between May
1 and September 15’ for ‘the 1-year period be-
ginning with the day the individual begins
work for the employer’, and

‘‘(ii) subsection (b)(3) shall be applied by
substituting ‘$3,000’ for ‘$6,000’.

The preceding sentence shall not apply to an
individual who, with respect to the same em-
ployer, is certified as a member of another
targeted group after such individual has been
a qualified summer youth employee.

‘‘(C) YOUTH MUST CONTINUE TO RESIDE IN
ZONE.—Paragraph (5)(B) shall apply for pur-
poses of subparagraph (A)(iv).

‘‘(8) QUALIFIED FOOD STAMP RECIPIENT.—
‘‘(A) IN GENERAL.—The term ‘qualified food

stamp recipient’ means any individual who is
certified by the designated local agency—

‘‘(i) as having attained age 18 but not age
25 on the hiring date, and

‘‘(ii) as being a member of a family receiv-
ing assistance under a food stamp program
under the Food Stamp Act of 1977 for the 3-
month period ending on the hiring date.

‘‘(B) PARTICIPATION INFORMATION.—Not-
withstanding any other provision of law, the
Secretary of the Treasury and the Secretary
of Agriculture shall enter into an agreement
to provide information to designated local
agencies with respect to participation in the
food stamp program.

‘‘(9) HIRING DATE.—The term ‘hiring date’
means the day the individual is hired by the
employer.

‘‘(10) DESIGNATED LOCAL AGENCY.—The term
‘designated local agency’ means a State em-
ployment security agency established in ac-
cordance with the Act of June 6, 1933, as
amended (29 U.S.C. 49–49n).

‘‘(11) SPECIAL RULES FOR CERTIFICATIONS.—
‘‘(A) IN GENERAL.—An individual shall not

be treated as a member of a targeted group
unless—

‘‘(i) on or before the day on which such in-
dividual begins work for the employer, the
employer has received a certification from a
designated local agency that such individual
is a member of a targeted group, or

‘‘(ii)(I) on or before the day the individual
is offered employment with the employer, a
pre-screening notice is completed by the em-
ployer with respect to such individual, and

‘‘(II) not later than the 21st day after the
individual begins work for the employer, the
employer submits such notice, signed by the
employer and the individual under penalties
of perjury, to the designated local agency as

part of a written request for such a certifi-
cation from such agency.

For purposes of this paragraph, the term
‘pre-screening notice’ means a document (in
such form as the Secretary shall prescribe)
which contains information provided by the
individual on the basis of which the em-
ployer believes that the individual is a mem-
ber of a targeted group.

‘‘(B) INCORRECT CERTIFICATIONS.—If—
‘‘(i) an individual has been certified by a

designated local agency as a member of a
targeted group, and

‘‘(ii) such certification is incorrect because
it was based on false information provided by
such individual,

the certification shall be revoked and wages
paid by the employer after the date on which
notice of revocation is received by the em-
ployer shall not be treated as qualified
wages.

‘‘(C) EXPLANATION OF DENIAL OF REQUEST.—
If a designated local agency denies a request
for certification of membership in a targeted
group, such agency shall provide to the per-
son making such request a written expla-
nation of the reasons for such denial.’’

(c) MINIMUM EMPLOYMENT PERIOD.—Para-
graph (3) of section 51(i) (relating to certain
individuals ineligible) is amended to read as
follows:

‘‘(3) INDIVIDUALS NOT MEETING MINIMUM EM-
PLOYMENT PERIOD.—No wages shall be taken
into account under subsection (a) with re-
spect to any individual unless such individ-
ual either—

‘‘(A) is employed by the employer at least
180 days (20 days in the case of a qualified
summer youth employee), or

‘‘(B) has completed at least 375 hours (120
hours in the case of a qualified summer
youth employee) of services performed for
the employer.’’

(d) TERMINATION.—Paragraph (4) of section
51(c) (relating to wages defined) is amended
to read as follows:

‘‘(4) TERMINATION.—The term ‘wages’ shall
not include any amount paid or incurred to
an individual who begins work for the em-
ployer—

‘‘(A) after December 31, 1994, and before Oc-
tober 1, 1996, or

‘‘(B) after September 30, 1997.’’
(e) REDESIGNATION OF CREDIT.—
(1) Sections 38(b)(2) and 51(a) are each

amended by striking ‘‘targeted jobs credit’’
and inserting ‘‘work opportunity credit’’.

(2) The subpart heading for subpart F of
part IV of subchapter A of chapter 1 is
amended by striking ‘‘Targeted Jobs Credit’’
and inserting ‘‘Work Opportunity Credit’’.

(3) The table of subparts for such part IV is
amended by striking ‘‘targeted jobs credit’’
and inserting ‘‘work opportunity credit’’.

(4) The heading for paragraph (3) of section
1396(c) is amended by striking ‘‘TARGETED
JOBS CREDIT’’ and inserting ‘‘WORK OPPOR-
TUNITY CREDIT’’.

(f) TECHNICAL AMENDMENT.—Paragraph (1)
of section 51(c) is amended by striking ‘‘,
subsection (d)(8)(D),’’.

(g) EFFECTIVE DATE.—The amendments
made by this section shall apply to individ-
uals who begin work for the employer after
September 30, 1996.
SEC. 1202. EMPLOYER-PROVIDED EDUCATIONAL

ASSISTANCE PROGRAMS.
(a) EXTENSION.—Subsection (d) of section

127 (relating to educational assistance pro-
grams) is amended by striking ‘‘December 31,
1994’’ and inserting ‘‘December 31, 1996’’.

(b) EFFECTIVE DATES.—
(1) EXTENSION.—The amendment made by

subsection (a) shall apply to taxable years
beginning after December 31, 1994.

(2) EXPEDITED PROCEDURES.—The Secretary
of the Treasury shall establish expedited pro-

cedures for the refund of any overpayment of
taxes imposed by the Internal Revenue Code
of 1986 which is attributable to amounts ex-
cluded from gross income during 1995 or 1996
under section 127 of such Code, including pro-
cedures waiving the requirement that an em-
ployer obtain an employee’s signature where
the employer demonstrates to the satisfac-
tion of the Secretary that any refund col-
lected by the employer on behalf of the em-
ployee will be paid to the employee.
SEC. 1203. RESEARCH CREDIT.

(a) IN GENERAL.—Subsection (h) of section
41 (relating to credit for research activities)
is amended to read as follows:

‘‘(h) TERMINATION.—
‘‘(1) IN GENERAL.—This section shall not

apply to any amount paid or incurred—
‘‘(A) after June 30, 1995, and before July 1,

1996, or
‘‘(B) after June 30, 1997.’’
‘‘(2) COMPUTATION OF BASE AMOUNT.—In the

case of any taxable year with respect to
which this section applies to a number of
days which is less than the total number of
days in such taxable year, the base amount
with respect to such taxable year shall be
the amount which bears the same ratio to
the base amount for such year (determined
without regard to this paragraph) as the
number of days in such taxable year to
which this section applies bears to the total
number of days in such taxable year.’’

(b) BASE AMOUNT FOR START-UP COMPA-
NIES.—Clause (i) of section 41(c)(3)(B) (relat-
ing to start-up companies) is amended to
read as follows:

‘‘(i) TAXPAYERS TO WHICH SUBPARAGRAPH
APPLIES.—The fixed-base percentage shall be
determined under this subparagraph if—

‘‘(I) the first taxable year in which a tax-
payer had both gross receipts and qualified
research expenses begins after December 31,
1983, or

‘‘(II) there are fewer than 3 taxable years
beginning after December 31, 1983, and before
January 1, 1989, in which the taxpayer had
both gross receipts and qualified research ex-
penses.’’

(c) ELECTION OF ALTERNATIVE INCREMENTAL
CREDIT.—Subsection (c) of section 41 is
amended by redesignating paragraphs (4) and
(5) as paragraphs (5) and (6), respectively,
and by inserting after paragraph (3) the fol-
lowing new paragraph:

‘‘(4) ELECTION OF ALTERNATIVE INCREMEN-
TAL CREDIT.—

‘‘(A) IN GENERAL.—At the election of the
taxpayer, the credit determined under sub-
section (a)(1) shall be equal to the sum of—

‘‘(i) 1.65 percent of so much of the qualified
research expenses for the taxable year as ex-
ceeds 1 percent of the average described in
subsection (c)(1)(B) but does not exceed 1.5
percent of such average,

‘‘(ii) 2.2 percent of so much of such ex-
penses as exceeds 1.5 percent of such average
but does not exceed 2 percent of such aver-
age, and

‘‘(iii) 2.75 percent of so much of such ex-
penses as exceeds 2 percent of such average.

‘‘(B) ELECTION.—An election under this
paragraph may be made only for the first
taxable year of the taxpayer beginning after
June 30, 1996. Such an election shall apply to
the taxable year for which made and all suc-
ceeding taxable years unless revoked with
the consent of the Secretary.’’

(d) INCREASED CREDIT FOR CONTRACT RE-
SEARCH EXPENSES WITH RESPECT TO CERTAIN
RESEARCH CONSORTIA.—Paragraph (3) of sec-
tion 41(b) is amended by adding at the end
the following new subparagraph:

‘‘(C) AMOUNTS PAID TO CERTAIN RESEARCH
CONSORTIA.—

‘‘(i) IN GENERAL.—Subparagraph (A) shall
be applied by substituting ‘75 percent’ for ‘65
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percent’ with respect to amounts paid or in-
curred by the taxpayer to a qualified re-
search consortium for qualified research on
behalf of the taxpayer and 1 or more unre-
lated taxpayers. For purposes of the preced-
ing sentence, all persons treated as a single
employer under subsection (a) or (b) of sec-
tion 52 shall be treated as related taxpayers.

‘‘(ii) QUALIFIED RESEARCH CONSORTIUM.—
The term ‘qualified research consortium’
means any organization which—

‘‘(I) is described in section 501(c)(3) or
501(c)(6) and is exempt from tax under sec-
tion 501(a),

‘‘(II) is organized and operated primarily to
conduct scientific research, and

‘‘(III) is not a private foundation.’’
(e) CONFORMING AMENDMENT.—Subpara-

graph (D) of section 28(b)(1) is amended by
inserting ‘‘, and before July 1, 1996, and peri-
ods after June 30, 1997’’ after ‘‘June 30, 1995’’.

(f) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to taxable years ending
after June 30, 1996.

(2) SUBSECTIONS (c) AND (d).—The amend-
ments made by subsections (c) and (d) shall
apply to taxable years beginning after June
30, 1996.
SEC. 1204. ORPHAN DRUG TAX CREDIT.

(a) RECATEGORIZED AS A BUSINESS CREDIT.—
(1) IN GENERAL.—Section 28 (relating to

clinical testing expenses for certain drugs
for rare diseases or conditions) is transferred
to subpart D of part IV of subchapter A of
chapter 1, inserted after section 45B, and re-
designated as section 45C.

(2) CONFORMING AMENDMENT.—Subsection
(b) of section 38 (relating to general business
credit) is amended by striking ‘‘plus’’ at the
end of paragraph (10), by striking the period
at the end of paragraph (11) and inserting ‘‘,
plus’’, and by adding at the end the following
new paragraph:

‘‘(12) the orphan drug credit determined
under section 45C(a).’’

(3) CLERICAL AMENDMENTS.—
(A) The table of sections for subpart B of

such part IV is amended by striking the item
relating to section 28.

(B) The table of sections for subpart D of
such part IV is amended by adding at the end
the following new item:

‘‘Sec. 45C. Clinical testing expenses for
certain drugs for rare diseases
or conditions.’’

(b) CREDIT TERMINATION.—Subsection (e) of
section 45C, as redesignated by subsection
(a)(1), is amended to read as follows:

‘‘(e) TERMINATION.—This section shall not
apply to any amount paid or incurred—

‘‘(A) after December 31, 1994, and before
July 1, 1996, or

‘‘(B) after June 30, 1997.’’
(c) NO PRE-JULY 1, 1996 CARRYBACKS.—Sub-

section (d) of section 39 (relating to
carryback and carryforward of unused cred-
its) is amended by adding at the end the fol-
lowing new paragraph:

‘‘(7) NO CARRYBACK OF SECTION 45C CREDIT
BEFORE JULY 1, 1996.—No portion of the un-
used business credit for any taxable year
which is attributable to the orphan drug
credit determined under section 45C may be
carried back to a taxable year ending before
July 1, 1996.’’

(d) ADDITIONAL CONFORMING AMEND-
MENTS.—

(1) Section 45C(a), as redesignated by sub-
section (a)(1), is amended by striking ‘‘There
shall be allowed as a credit against the tax
imposed by this chapter for the taxable
year’’ and inserting ‘‘For purposes of section
38, the credit determined under this section
for the taxable year is’’.

(2) Section 45C(d), as so redesignated, is
amended by striking paragraph (2) and by re-

designating paragraphs (3), (4), and (5) as
paragraphs (2), (3), and (4).

(3) Section 29(b)(6)(A) is amended by strik-
ing ‘‘sections 27 and 28’’ and inserting ‘‘sec-
tion 27’’.

(4) Section 30(b)(3)(A) is amended by strik-
ing ‘‘sections 27, 28, and 29’’ and inserting
‘‘sections 27 and 29’’.

(5) Section 53(d)(1)(B) is amended—
(A) by striking ‘‘or not allowed under sec-

tion 28 solely by reason of the application of
section 28(d)(2)(B),’’ in clause (iii), and

(B) by striking ‘‘or not allowed under sec-
tion 28 solely by reason of the application of
section 28(d)(2)(B)’’ in clause (iv)(II).

(6) Section 55(c)(2) is amended by striking
‘‘28(d)(2),’’.

(7) Section 280C(b) is amended—
(A) by striking ‘‘section 28(b)’’ in para-

graph (1) and inserting ‘‘section 45C(b)’’,
(B) by striking ‘‘section 28’’ in paragraphs

(1) and (2)(A) and inserting ‘‘section 45C(b)’’,
and

(C) by striking ‘‘subsection (d)(2) thereof’’
in paragraphs (1) and (2)(A) and inserting
‘‘section 38(c)’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to amounts
paid or incurred in taxable years ending
after June 30, 1996.
SEC. 1205. CONTRIBUTIONS OF STOCK TO PRI-

VATE FOUNDATIONS.
(a) IN GENERAL.—Subparagraph (D) of sec-

tion 170(e)(5) (relating to special rule for con-
tributions of stock for which market
quotations are readily available) is amended
to read as follows:

‘‘(D) TERMINATION.—This paragraph shall
not apply to contributions made—

‘‘(A) after December 31, 1994, and before
July 1, 1996, or

‘‘(B) after June 30, 1997.’’
(b) EFFECTIVE DATE.—The amendment

made by this section shall apply to contribu-
tions made after June 30, 1996.
SEC. 1206. EXTENSION OF BINDING CONTRACT

DATE FOR BIOMASS AND COAL FA-
CILITIES.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 29(g)(1) (relating to extension of certain
facilities) is amended by striking ‘‘January
1, 1997’’ and inserting ‘‘January 1, 1998’’ and
by striking ‘‘January 1, 1996’’ and inserting
‘‘the date which is 6 months after the date of
the enactment of the Small Business Job
Protection Act of 1996’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall take effect on the
date of the enactment of this Act.
SEC. 1207. MORATORIUM FOR EXCISE TAX ON

DIESEL FUEL SOLD FOR USE OR
USED IN DIESEL-POWERED MOTOR-
BOATS.

(a) IN GENERAL.—Subparagraph (D) of sec-
tion 4041(a)(1) (relating to the imposition of
tax on diesel fuel and special motor fuels) is
amended by redesignating clauses (i) and (ii)
as clauses (ii) and (iii), respectively, and by
inserting before clause (ii) (as redesignated)
the following new clause:

‘‘(i) no tax shall be imposed by subsection
(a) or (d)(1) during the period after June 30,
1996, and before July 1, 1997,’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall take effect on
July 1, 1996.

Subtitle C—Provisions Relating to S
Corporations

SEC. 1301. S CORPORATIONS PERMITTED TO
HAVE 75 SHAREHOLDERS.

Subparagraph (A) of section 1361(b)(1) (de-
fining small business corporation) is amend-
ed by striking ‘‘35 shareholders’’ and insert-
ing ‘‘75 shareholders’’.
SEC. 1302. ELECTING SMALL BUSINESS TRUSTS.

(a) GENERAL RULE.—Subparagraph (A) of
section 1361(c)(2) (relating to certain trusts

permitted as shareholders) is amended by in-
serting after clause (iv) the following new
clause:

‘‘(v) An electing small business trust.’’.
(b) CURRENT BENEFICIARIES TREATED AS

SHAREHOLDERS.—Subparagraph (B) of section
1361(c)(2) is amended by adding at the end
the following new clause:

‘‘(v) In the case of a trust described in
clause (v) of subparagraph (A), each poten-
tial current beneficiary of such trust shall be
treated as a shareholder; except that, if for
any period there is no potential current ben-
eficiary of such trust, such trust shall be
treated as the shareholder during such pe-
riod.’’.

(c) ELECTING SMALL BUSINESS TRUST DE-
FINED.—Section 1361 (defining S corporation)
is amended by adding at the end the follow-
ing new subsection:

‘‘(e) ELECTING SMALL BUSINESS TRUST DE-
FINED.—

‘‘(1) ELECTING SMALL BUSINESS TRUST.—For
purposes of this section—

‘‘(A) IN GENERAL.—Except as provided in
subparagraph (B), the term ‘electing small
business trust’ means any trust if—

‘‘(i) such trust does not have as a bene-
ficiary any person other than (I) an individ-
ual, (II) an estate, or (III) an organization de-
scribed in paragraph (2), (3), (4), or (5) of sec-
tion 170(c) which holds a contingent interest
and is not a potential current beneficiary,

‘‘(ii) no interest in such trust was acquired
by purchase, and

‘‘(iii) an election under this subsection ap-
plies to such trust.

‘‘(B) CERTAIN TRUSTS NOT ELIGIBLE.—The
term ‘electing small business trust’ shall not
include—

‘‘(i) any qualified subchapter S trust (as
defined in subsection (d)(3)) if an election
under subsection (d)(2) applies to any cor-
poration the stock of which is held by such
trust, and

‘‘(ii) any trust exempt from tax under this
subtitle.

‘‘(C) PURCHASE.—For purposes of subpara-
graph (A), the term ‘purchase’ means any ac-
quisition if the basis of the property ac-
quired is determined under section 1012.

‘‘(2) POTENTIAL CURRENT BENEFICIARY.—For
purposes of this section, the term ‘potential
current beneficiary’ means, with respect to
any period, any person who at any time dur-
ing such period is entitled to, or at the dis-
cretion of any person may receive, a dis-
tribution from the principal or income of the
trust. If a trust disposes of all of the stock
which it holds in an S corporation, then,
with respect to such corporation, the term
‘potential current beneficiary’ does not in-
clude any person who first met the require-
ments of the preceding sentence during the
60-day period ending on the date of such dis-
position.

‘‘(3) ELECTION.—An election under this sub-
section shall be made by the trustee. Any
such election shall apply to the taxable year
of the trust for which made and all subse-
quent taxable years of such trust unless re-
voked with the consent of the Secretary.

‘‘(4) CROSS REFERENCE.—
‘‘For special treatment of electing small

business trusts, see section 641(d).’’.
(d) TAXATION OF ELECTING SMALL BUSINESS

TRUSTS.—Section 641 (relating to imposition
of tax on trusts) is amended by adding at the
end the following new subsection:

‘‘(d) SPECIAL RULES FOR TAXATION OF
ELECTING SMALL BUSINESS TRUSTS.—

‘‘(1) IN GENERAL.—For purposes of this
chapter—

‘‘(A) the portion of any electing small busi-
ness trust which consists of stock in 1 or
more S corporations shall be treated as a
separate trust, and
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‘‘(B) the amount of the tax imposed by this

chapter on such separate trust shall be de-
termined with the modifications of para-
graph (2).

‘‘(2) MODIFICATIONS.—For purposes of para-
graph (1), the modifications of this para-
graph are the following:

‘‘(A) Except as provided in section 1(h), the
amount of the tax imposed by section 1(e)
shall be determined by using the highest rate
of tax set forth in section 1(e).

‘‘(B) The exemption amount under section
55(d) shall be zero.

‘‘(C) The only items of income, loss, deduc-
tion, or credit to be taken into account are
the following:

‘‘(i) The items required to be taken into ac-
count under section 1366.

‘‘(ii) Any gain or loss from the disposition
of stock in an S corporation.

‘‘(iii) To the extent provided in regula-
tions, State or local income taxes or admin-
istrative expenses to the extent allocable to
items described in clauses (i) and (ii).
No deduction or credit shall be allowed for
any amount not described in this paragraph,
and no item described in this paragraph shall
be apportioned to any beneficiary.

‘‘(D) No amount shall be allowed under
paragraph (1) or (2) of section 1211(b).

‘‘(3) TREATMENT OF REMAINDER OF TRUST
AND DISTRIBUTIONS.—For purposes of deter-
mining—

‘‘(A) the amount of the tax imposed by this
chapter on the portion of any electing small
business trust not treated as a separate trust
under paragraph (1), and

‘‘(B) the distributable net income of the
entire trust,

the items referred to in paragraph (2)(C)
shall be excluded. Except as provided in the
preceding sentence, this subsection shall not
affect the taxation of any distribution from
the trust.

‘‘(4) TREATMENT OF UNUSED DEDUCTIONS
WHERE TERMINATION OF SEPARATE TRUST.—If a
portion of an electing small business trust
ceases to be treated as a separate trust under
paragraph (1), any carryover or excess deduc-
tion of the separate trust which is referred
to in section 642(h) shall be taken into ac-
count by the entire trust.

‘‘(5) ELECTING SMALL BUSINESS TRUST.—For
purposes of this subsection, the term ‘elect-
ing small business trust’ has the meaning
given such term by section 1361(e)(1).’’.

(e) TECHNICAL AMENDMENT.—Paragraph (1)
of section 1366(a) is amended by inserting ‘‘,
or of a trust or estate which terminates,’’
after ‘‘who dies’’.
SEC. 1303. EXPANSION OF POST-DEATH QUALI-

FICATION FOR CERTAIN TRUSTS.
Subparagraph (A) of section 1361(c)(2) (re-

lating to certain trusts permitted as share-
holders) is amended—

(1) by striking ‘‘60-day period’’ each place
it appears in clauses (ii) and (iii) and insert-
ing ‘‘2-year period’’, and

(2) by striking the last sentence in clause
(ii).
SEC. 1304. FINANCIAL INSTITUTIONS PERMITTED

TO HOLD SAFE HARBOR DEBT.
Clause (iii) of section 1361(c)(5)(B) (defining

straight debt) is amended by striking ‘‘or a
trust described in paragraph (2)’’ and insert-
ing ‘‘a trust described in paragraph (2), or a
person which is actively and regularly en-
gaged in the business of lending money’’.
SEC. 1305. RULES RELATING TO INADVERTENT

TERMINATIONS AND INVALID ELEC-
TIONS.

(a) GENERAL RULE.—Subsection (f) of sec-
tion 1362 (relating to inadvertent termi-
nations) is amended to read as follows:

‘‘(f) INADVERTENT INVALID ELECTIONS OR
TERMINATIONS.—If—

‘‘(1) an election under subsection (a) by
any corporation—

‘‘(A) was not effective for the taxable year
for which made (determined without regard
to subsection (b)(2)) by reason of a failure to
meet the requirements of section 1361(b) or
to obtain shareholder consents, or

‘‘(B) was terminated under paragraph (2) or
(3) of subsection (d),

‘‘(2) the Secretary determines that the cir-
cumstances resulting in such ineffectiveness
or termination were inadvertent,

‘‘(3) no later than a reasonable period of
time after discovery of the circumstances re-
sulting in such ineffectiveness or termi-
nation, steps were taken—

‘‘(A) so that the corporation is a small
business corporation, or

‘‘(B) to acquire the required shareholder
consents, and

‘‘(4) the corporation, and each person who
was a shareholder in the corporation at any
time during the period specified pursuant to
this subsection, agrees to make such adjust-
ments (consistent with the treatment of the
corporation as an S corporation) as may be
required by the Secretary with respect to
such period,
then, notwithstanding the circumstances re-
sulting in such ineffectiveness or termi-
nation, such corporation shall be treated as
an S corporation during the period specified
by the Secretary.’’.

(b) LATE ELECTIONS, ETC.—Subsection (b)
of section 1362 is amended by adding at the
end the following new paragraph:

‘‘(5) AUTHORITY TO TREAT LATE ELECTIONS,
ETC., AS TIMELY.—If—

‘‘(A) an election under subsection (a) is
made for any taxable year (determined with-
out regard to paragraph (3)) after the date
prescribed by this subsection for making
such election for such taxable year or no
such election is made for any taxable year,
and

‘‘(B) the Secretary determines that there
was reasonable cause for the failure to time-
ly make such election,
the Secretary may treat such an election as
timely made for such taxable year (and para-
graph (3) shall not apply).’’.

(c) EFFECTIVE DATE.—The amendments
made by subsection (a) and (b) shall apply
with respect to elections for taxable years
beginning after December 31, 1982.
SEC. 1306. AGREEMENT TO TERMINATE YEAR.

Paragraph (2) of section 1377(a) (relating to
pro rata share) is amended to read as follows:

‘‘(2) ELECTION TO TERMINATE YEAR.—
‘‘(A) IN GENERAL.—Under regulations pre-

scribed by the Secretary, if any shareholder
terminates the shareholder’s interest in the
corporation during the taxable year and all
affected shareholders and the corporation
agree to the application of this paragraph,
paragraph (1) shall be applied to the affected
shareholders as if the taxable year consisted
of 2 taxable years the first of which ends on
the date of the termination.

‘‘(B) AFFECTED SHAREHOLDERS.—For pur-
poses of subparagraph (A), the term ‘affected
shareholders’ means the shareholder whose
interest is terminated and all shareholders
to whom such shareholder has transferred
shares during the taxable year. If such share-
holder has transferred shares to the corpora-
tion, the term ‘affected shareholders’ shall
include all persons who are shareholders dur-
ing the taxable year.’’.
SEC. 1307. EXPANSION OF POST-TERMINATION

TRANSITION PERIOD.
(a) IN GENERAL.—Paragraph (1) of section

1377(b) (relating to post-termination transi-
tion period) is amended by striking ‘‘and’’ at
the end of subparagraph (A), by redesignat-
ing subparagraph (B) as subparagraph (C),
and by inserting after subparagraph (A) the
following new subparagraph:

‘‘(B) the 120-day period beginning on the
date of any determination pursuant to an

audit of the taxpayer which follows the ter-
mination of the corporation’s election and
which adjusts a subchapter S item of income,
loss, or deduction of the corporation arising
during the S period (as defined in section
1368(e)(2)), and’’.

(b) DETERMINATION DEFINED.—Paragraph
(2) of section 1377(b) is amended by striking
subparagraphs (A) and (B), by redesignating
subparagraph (C) as subparagraph (B), and by
inserting before subparagraph (B) (as so re-
designated) the following new subparagraph:

‘‘(A) a determination as defined in section
1313(a), or’’.

(c) REPEAL OF SPECIAL AUDIT PROVISIONS

FOR SUBCHAPTER S ITEMS.—
(1) GENERAL RULE.—Subchapter D of chap-

ter 63 (relating to tax treatment of sub-
chapter S items) is hereby repealed.

(2) CONSISTENT TREATMENT REQUIRED.—Sec-
tion 6037 (relating to return of S corporation)
is amended by adding at the end the follow-
ing new subsection:

‘‘(c) SHAREHOLDER’S RETURN MUST BE CON-
SISTENT WITH CORPORATE RETURN OR SEC-
RETARY NOTIFIED OF INCONSISTENCY.—

‘‘(1) IN GENERAL.—A shareholder of an S
corporation shall, on such shareholder’s re-
turn, treat a subchapter S item in a manner
which is consistent with the treatment of
such item on the corporate return.

‘‘(2) NOTIFICATION OF INCONSISTENT TREAT-
MENT.—

‘‘(A) IN GENERAL.—In the case of any sub-
chapter S item, if—

‘‘(i)(I) the corporation has filed a return
but the shareholder’s treatment on his re-
turn is (or may be) inconsistent with the
treatment of the item on the corporate re-
turn, or

‘‘(II) the corporation has not filed a return,
and

‘‘(ii) the shareholder files with the Sec-
retary a statement identifying the inconsist-
ency,

paragraph (1) shall not apply to such item.
‘‘(B) SHAREHOLDER RECEIVING INCORRECT IN-

FORMATION.—A shareholder shall be treated
as having complied with clause (ii) of sub-
paragraph (A) with respect to a subchapter S
item if the shareholder—

‘‘(i) demonstrates to the satisfaction of the
Secretary that the treatment of the sub-
chapter S item on the shareholder’s return is
consistent with the treatment of the item on
the schedule furnished to the shareholder by
the corporation, and

‘‘(ii) elects to have this paragraph apply
with respect to that item.

‘‘(3) EFFECT OF FAILURE TO NOTIFY.—In any
case—

‘‘(A) described in subparagraph (A)(i)(I) of
paragraph (2), and

‘‘(B) in which the shareholder does not
comply with subparagraph (A)(ii) of para-
graph (2),

any adjustment required to make the treat-
ment of the items by such shareholder con-
sistent with the treatment of the items on
the corporate return shall be treated as aris-
ing out of mathematical or clerical errors
and assessed according to section 6213(b)(1).
Paragraph (2) of section 6213(b) shall not
apply to any assessment referred to in the
preceding sentence.

‘‘(4) SUBCHAPTER S ITEM.—For purposes of
this subsection, the term ‘subchapter S item’
means any item of an S corporation to the
extent that regulations prescribed by the
Secretary provide that, for purposes of this
subtitle, such item is more appropriately de-
termined at the corporation level than at the
shareholder level.

‘‘(5) ADDITION TO TAX FOR FAILURE TO COM-
PLY WITH SECTION.—
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‘‘For addition to tax in the case of a share-

holder’s negligence in connection with, or
disregard of, the requirements of this section,
see part II of subchapter A of chapter 68.’’.

(3) CONFORMING AMENDMENTS.—
(A) Section 1366 is amended by striking

subsection (g).
(B) Subsection (b) of section 6233 is amend-

ed to read as follows:
‘‘(b) SIMILAR RULES IN CERTAIN CASES.—If a

partnership return is filed for any taxable
year but it is determined that there is no en-
tity for such taxable year, to the extent pro-
vided in regulations, rules similar to the
rules of subsection (a) shall apply.’’.

(C) The table of subchapters for chapter 63
is amended by striking the item relating to
subchapter D.
SEC. 1308. S CORPORATIONS PERMITTED TO

HOLD SUBSIDIARIES.
(a) IN GENERAL.—Paragraph (2) of section

1361(b) (defining ineligible corporation) is
amended by striking subparagraph (A) and
by redesignating subparagraphs (B), (C), (D),
and (E) as subparagraphs (A), (B), (C), and
(D), respectively.

(b) TREATMENT OF CERTAIN WHOLLY OWNED
S CORPORATION SUBSIDIARIES.—Section
1361(b) (defining small business corporation)
is amended by adding at the end the follow-
ing new paragraph:

‘‘(3) TREATMENT OF CERTAIN WHOLLY OWNED
SUBSIDIARIES.—

‘‘(A) IN GENERAL.—For purposes of this
title—

‘‘(i) a corporation which is a qualified sub-
chapter S subsidiary shall not be treated as
a separate corporation, and

‘‘(ii) all assets, liabilities, and items of in-
come, deduction, and credit of a qualified
subchapter S subsidiary shall be treated as
assets, liabilities, and such items (as the
case may be) of the S corporation.

‘‘(B) QUALIFIED SUBCHAPTER S SUBSIDIARY.—
For purposes of this paragraph, the term
‘qualified subchapter S subsidiary’ means
any domestic corporation which is not an in-
eligible corporation (as defined in paragraph
(2)), if—

‘‘(i) 100 percent of the stock of such cor-
poration is held by the S corporation, and

‘‘(ii) the S corporation elects to treat such
corporation as a qualified subchapter S sub-
sidiary.

‘‘(C) TREATMENT OF TERMINATIONS OF
QUALIFIED SUBCHAPTER S SUBSIDIARY STA-
TUS.—For purposes of this title, if any cor-
poration which was a qualified subchapter S
subsidiary ceases to meet the requirements
of subparagraph (B), such corporation shall
be treated as a new corporation acquiring all
of its assets (and assuming all of its liabil-
ities) immediately before such cessation
from the S corporation in exchange for its
stock.

‘‘(D) ELECTION AFTER TERMINATION.—If a
corporation’s status as a qualified sub-
chapter S subsidiary terminates, such cor-
poration (and any successor corporation)
shall not be eligible to make—

‘‘(i) an election under subparagraph (B)(ii)
to be treated as a qualified subchapter S sub-
sidiary, or

‘‘(ii) an election under section 1362(a) to be
treated as an S corporation,

before its 5th taxable year which begins after
the 1st taxable year for which such termi-
nation was effective, unless the Secretary
consents to such election.’’

(c) CERTAIN DIVIDENDS NOT TREATED AS
PASSIVE INVESTMENT INCOME.—Paragraph (3)
of section 1362(d) is amended by adding at
the end the following new subparagraph:

‘‘(F) TREATMENT OF CERTAIN DIVIDENDS.—If
an S corporation holds stock in a C corpora-
tion meeting the requirements of section
1504(a)(2), the term ‘passive investment in-

come’ shall not include dividends from such
C corporation to the extent such dividends
are attributable to the earnings and profits
of such C corporation derived from the active
conduct of a trade or business.’’.

(d) CONFORMING AMENDMENTS.—
(1) Subsection (c) of section 1361 is amend-

ed by striking paragraph (6).
(2) Subsection (b) of section 1504 (defining

includible corporation) is amended by adding
at the end the following new paragraph:

‘‘(8) An S corporation.’’.
SEC. 1309. TREATMENT OF DISTRIBUTIONS DUR-

ING LOSS YEARS.
(a) ADJUSTMENTS FOR DISTRIBUTIONS TAKEN

INTO ACCOUNT BEFORE LOSSES.—
(1) Subparagraph (A) of section 1366(d)(1)

(relating to losses and deductions cannot ex-
ceed shareholder’s basis in stock and debt) is
amended by striking ‘‘paragraph (1)’’ and in-
serting ‘‘paragraphs (1) and (2)(A)’’.

(2) Subsection (d) of section 1368 (relating
to certain adjustments taken into account)
is amended by adding at the end the follow-
ing new sentence:
‘‘In the case of any distribution made during
any taxable year, the adjusted basis of the
stock shall be determined with regard to the
adjustments provided in paragraph (1) of sec-
tion 1367(a) for the taxable year.’’.

(b) ACCUMULATED ADJUSTMENTS ACCOUNT.—
Paragraph (1) of section 1368(e) (relating to
accumulated adjustments account) is amend-
ed by adding at the end the following new
subparagraph:

‘‘(C) NET LOSS FOR YEAR DISREGARDED.—
‘‘(i) IN GENERAL.—In applying this section

to distributions made during any taxable
year, the amount in the accumulated adjust-
ments account as of the close of such taxable
year shall be determined without regard to
any net negative adjustment for such tax-
able year.

‘‘(ii) NET NEGATIVE ADJUSTMENT.—For pur-
poses of clause (i), the term ‘net negative ad-
justment’ means, with respect to any taxable
year, the excess (if any) of—

‘‘(I) the reductions in the account for the
taxable year (other than for distributions),
over

‘‘(II) the increases in such account for such
taxable year.’’.

(c) CONFORMING AMENDMENTS.—Subpara-
graph (A) of section 1368(e)(1) is amended—

(1) by striking ‘‘as provided in subpara-
graph (B)’’ and inserting ‘‘as otherwise pro-
vided in this paragraph’’, and

(2) by striking ‘‘section 1367(b)(2)(A)’’ and
inserting ‘‘section 1367(a)(2)’’.
SEC. 1310. TREATMENT OF S CORPORATIONS

UNDER SUBCHAPTER C.
Subsection (a) of section 1371 (relating to

application of subchapter C rules) is amend-
ed to read as follows:

‘‘(a) APPLICATION OF SUBCHAPTER C
RULES.—Except as otherwise provided in this
title, and except to the extent inconsistent
with this subchapter, subchapter C shall
apply to an S corporation and its sharehold-
ers.’’.
SEC. 1311. ELIMINATION OF CERTAIN EARNINGS

AND PROFITS.
(a) IN GENERAL.—If—
(1) a corporation was an electing small

business corporation under subchapter S of
chapter 1 of the Internal Revenue Code of
1986 for any taxable year beginning before
January 1, 1983, and

(2) such corporation is an S corporation
under subchapter S of chapter 1 of such Code
for its first taxable year beginning after De-
cember 31, 1996,
the amount of such corporation’s accumu-
lated earnings and profits (as of the begin-
ning of such first taxable year) shall be re-
duced by an amount equal to the portion (if
any) of such accumulated earnings and prof-

its which were accumulated in any taxable
year beginning before January 1, 1983, for
which such corporation was an electing
small business corporation under such sub-
chapter S.

(b) CONFORMING AMENDMENTS.—
(1) Paragraph (3) of section 1362(d), as

amended by section 1308, is amended—
(A) by striking ‘‘SUBCHAPTER C’’ in the

paragraph heading and inserting ‘‘ACCUMU-
LATED’’,

(B) by striking ‘‘subchapter C’’ in subpara-
graph (A)(i)(I) and inserting ‘‘accumulated’’,
and

(C) by striking subparagraph (B) and redes-
ignating the following subparagraphs accord-
ingly.

(2)(A) Subsection (a) of section 1375 is
amended by striking ‘‘subchapter C’’ in para-
graph (1) and inserting ‘‘accumulated’’.

(B) Paragraph (3) of section 1375(b) is
amended to read as follows:

‘‘(3) PASSIVE INVESTMENT INCOME, ETC.—The
terms ‘passive investment income’ and ‘gross
receipts’ have the same respective meanings
as when used in paragraph (3) of section
1362(d).’’.

(C) The section heading for section 1375 is
amended by striking ‘‘subchapter c’’ and in-
serting ‘‘accumulated’’.

(D) The table of sections for part III of sub-
chapter S of chapter 1 is amended by strik-
ing ‘‘subchapter C’’ in the item relating to
section 1375 and inserting ‘‘accumulated’’.

(3) Clause (i) of section 1042(c)(4)(A) is
amended by striking ‘‘section 1362(d)(3)(D)’’
and inserting ‘‘section 1362(d)(3)(C)’’.

SEC. 1312. CARRYOVER OF DISALLOWED LOSSES
AND DEDUCTIONS UNDER AT-RISK
RULES ALLOWED.

Paragraph (3) of section 1366(d) (relating to
carryover of disallowed losses and deductions
to post-termination transition period) is
amended by adding at the end the following
new subparagraph:

‘‘(D) AT-RISK LIMITATIONS.—To the extent
that any increase in adjusted basis described
in subparagraph (B) would have increased
the shareholder’s amount at risk under sec-
tion 465 if such increase had occurred on the
day preceding the commencement of the
post-termination transition period, rules
similar to the rules described in subpara-
graphs (A) through (C) shall apply to any
losses disallowed by reason of section
465(a).’’.

SEC. 1313. ADJUSTMENTS TO BASIS OF INHER-
ITED S STOCK TO REFLECT CERTAIN
ITEMS OF INCOME.

(a) IN GENERAL.—Subsection (b) of section
1367 (relating to adjustments to basis of
stock of shareholders, etc.) is amended by
adding at the end the following new para-
graph:

‘‘(4) ADJUSTMENTS IN CASE OF INHERITED
STOCK.—

‘‘(A) IN GENERAL.—If any person acquires
stock in an S corporation by reason of the
death of a decedent or by bequest, devise, or
inheritance, section 691 shall be applied with
respect to any item of income of the S cor-
poration in the same manner as if the dece-
dent had held directly his pro rata share of
such item.

‘‘(B) ADJUSTMENTS TO BASIS.—The basis de-
termined under section 1014 of any stock in
an S corporation shall be reduced by the por-
tion of the value of the stock which is attrib-
utable to items constituting income in re-
spect of the decedent.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply in the
case of decedents dying after the date of the
enactment of this Act.
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SEC. 1314. S CORPORATIONS ELIGIBLE FOR

RULES APPLICABLE TO REAL PROP-
ERTY SUBDIVIDED FOR SALE BY
NONCORPORATE TAXPAYERS.

(a) IN GENERAL.—Subsection (a) of section
1237 (relating to real property subdivided for
sale) is amended by striking ‘‘other than a
corporation’’ in the material preceding para-
graph (1) and inserting ‘‘other than a C cor-
poration’’.

(b) CONFORMING AMENDMENT.—Subpara-
graph (A) of section 1237(a)(2) is amended by
inserting ‘‘an S corporation which included
the taxpayer as a shareholder,’’ after ‘‘con-
trolled by the taxpayer,’’.
SEC. 1315. FINANCIAL INSTITUTIONS.

Subparagraph (A) of section 1361(b)(2) (de-
fining ineligible corporation), as redesig-
nated by section 1308(a), is amended to read
as follows:

‘‘(A) a financial institution which uses the
reserve method of accounting for bad debts
described in section 585 or 593,’’.
SEC. 1316. CERTAIN EXEMPT ORGANIZATIONS AL-

LOWED TO BE SHAREHOLDERS.
(a) ELIGIBILITY TO BE SHAREHOLDERS.—
(1) IN GENERAL.—Subparagraph (B) of sec-

tion 1361(b)(1) (defining small business cor-
poration) is amended to read as follows:

‘‘(B) have as a shareholder a person (other
than an estate, a trust described in sub-
section (c)(2), or an organization described in
subsection (c)(7)) who is not an individual,’’.

(2) ELIGIBLE EXEMPT ORGANIZATIONS.—Sec-
tion 1361(c) (relating to special rules for ap-
plying subsection (b)) is amended by adding
at the end the following new paragraph:

‘‘(7) CERTAIN EXEMPT ORGANIZATIONS PER-
MITTED AS SHAREHOLDERS.—For purposes of
subsection (b)(1)(B), an organization which
is—

‘‘(A) described in section 401(a) or 501(c)(3),
and

‘‘(B) exempt from taxation under section
501(a),

may be a shareholder in an S corporation.’’
(b) CONTRIBUTIONS OF S CORPORATION

STOCK.—Section 170(e)(1) (relating to certain
contributions of ordinary income and capital
gain property) is amended by adding at the
end the following new sentence: ‘‘For pur-
poses of applying this paragraph in the case
of a charitable contribution of stock in an S
corporation, rules similar to the rules of sec-
tion 751 shall apply in determining whether
gain on such stock would have been long-
term capital gain if such stock were sold by
the taxpayer.’’

(c) TREATMENT OF INCOME.—Section 512 (re-
lating to unrelated business taxable income),
as amended by section 1113, is amended by
adding at the end the following new sub-
section:

‘‘(e) SPECIAL RULES APPLICABLE TO S COR-
PORATIONS.—

‘‘(1) IN GENERAL.—If an organization de-
scribed in section 1361(c)(7) holds stock in an
S corporation—

‘‘(A) such interest shall be treated as an in-
terest in an unrelated trade or business; and

‘‘(B) notwithstanding any other provision
of this part, all items of income, loss, deduc-
tion or credit taken into account under sec-
tion 1366(a) and any gain or loss on the dis-
position of the stock in the S corporation
shall be taken into account in computing the
unrelated business taxable income of such
organization.

‘‘(2) DISPOSITION GAIN.—For purposes of
paragraph (1), gain on the sale or other dis-
position of C corporation stock which was an
S corporation at any time the organization
held such stock shall be treated as gain from
the disposition of stock in an S corporation
to the extent of any gain which the organiza-
tion would have realized if it had sold the
stock for fair market value as of the last day

of the corporation’s last taxable year as an S
corporation.’’

(d) CERTAIN BENEFITS NOT APPLICABLE TO S
CORPORATIONS.—

(1) CONTRIBUTION TO ESOPS.—Paragraph (9)
of section 404(a) (relating to certain con-
tributions to employee ownership plans) is
amended by inserting at the end the follow-
ing new subparagraph:

‘‘(C) S CORPORATIONS.—This paragraph
shall not apply to an S corporation.’’

(2) DIVIDENDS ON EMPLOYER SECURITIES.—
Paragraph (1) of section 404(k) (relating to
deduction for dividends on certain employer
securities) is amended by striking ‘‘a cor-
poration’’ and inserting ‘‘a C corporation’’.

(3) EXCHANGE TREATMENT.—Subparagraph
(A) of section 1042(c)(1) (defining qualified se-
curities) is amended by striking ‘‘domestic
corporation’’ and inserting ‘‘domestic C cor-
poration’’.

(e) CONFORMING AMENDMENT.—Clause (i) of
section 1361(e)(1)(A), as added by section 1302,
is amended by striking ‘‘which holds a con-
tingent interest and is not a potential cur-
rent beneficiary’’.

(f) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1997.
SEC. 1317. EFFECTIVE DATE.

(a) IN GENERAL.—Except as otherwise pro-
vided in this subtitle, the amendments made
by this subtitle shall apply to taxable years
beginning after December 31, 1996.

(b) TREATMENT OF CERTAIN ELECTIONS
UNDER PRIOR LAW.—For purposes of section
1362(g) of the Internal Revenue Code of 1986
(relating to election after termination), any
termination under section 1362(d) of such
Code in a taxable year beginning before Jan-
uary 1, 1997, shall not be taken into account.

Subtitle D—Pension Simplification
CHAPTER 1—SIMPLIFIED DISTRIBUTION

RULES
SEC. 1401. REPEAL OF 5-YEAR INCOME AVERAG-

ING FOR LUMP-SUM DISTRIBUTIONS.
(a) IN GENERAL.—Subsection (d) of section

402 (relating to taxability of beneficiary of
employees’ trust) is amended to read as fol-
lows:

‘‘(d) TAXABILITY OF BENEFICIARY OF CER-
TAIN FOREIGN SITUS TRUSTS.—For purposes
of subsections (a), (b), and (c), a stock bonus,
pension, or profit-sharing trust which would
qualify for exemption from tax under section
501(a) except for the fact that it is a trust
created or organized outside the United
States shall be treated as if it were a trust
exempt from tax under section 501(a).’’.

(b) CONFORMING AMENDMENTS.—
(1) Subparagraph (D) of section 402(e)(4)

(relating to other rules applicable to exempt
trusts) is amended to read as follows:

‘‘(D) LUMP-SUM DISTRIBUTION.—For pur-
poses of this paragraph—

‘‘(i) IN GENERAL.—The term ‘lump sum dis-
tribution’ means the distribution or pay-
ment within one taxable year of the recipi-
ent of the balance to the credit of an em-
ployee which becomes payable to the recipi-
ent—

‘‘(I) on account of the employee’s death,
‘‘(II) after the employee attains age 591⁄2,
‘‘(III) on account of the employee’s separa-

tion from service, or
‘‘(IV) after the employee has become dis-

abled (within the meaning of section
72(m)(7)),

from a trust which forms a part of a plan de-
scribed in section 401(a) and which is exempt
from tax under section 501 or from a plan de-
scribed in section 403(a). Subclause (III) of
this clause shall be applied only with respect
to an individual who is an employee without
regard to section 401(c)(1), and subclause (IV)
shall be applied only with respect to an em-

ployee within the meaning of section
401(c)(1). For purposes of this clause, a dis-
tribution to two or more trusts shall be
treated as a distribution to one recipient.
For purposes of this paragraph, the balance
to the credit of the employee does not in-
clude the accumulated deductible employee
contributions under the plan (within the
meaning of section 72(o)(5)).

‘‘(ii) AGGREGATION OF CERTAIN TRUSTS AND
PLANS.—For purposes of determining the bal-
ance to the credit of an employee under
clause (i)—

‘‘(I) all trusts which are part of a plan shall
be treated as a single trust, all pension plans
maintained by the employer shall be treated
as a single plan, all profit-sharing plans
maintained by the employer shall be treated
as a single plan, and all stock bonus plans
maintained by the employer shall be treated
as a single plan, and

‘‘(II) trusts which are not qualified trusts
under section 401(a) and annuity contracts
which do not satisfy the requirements of sec-
tion 404(a)(2) shall not be taken into account.

‘‘(iii) COMMUNITY PROPERTY LAWS.—The
provisions of this paragraph shall be applied
without regard to community property laws.

‘‘(iv) AMOUNTS SUBJECT TO PENALTY.—This
paragraph shall not apply to amounts de-
scribed in subparagraph (A) of section
72(m)(5) to the extent that section 72(m)(5)
applies to such amounts.

‘‘(v) BALANCE TO CREDIT OF EMPLOYEE NOT
TO INCLUDE AMOUNTS PAYABLE UNDER QUALI-
FIED DOMESTIC RELATIONS ORDER.—For pur-
poses of this paragraph, the balance to the
credit of an employee shall not include any
amount payable to an alternate payee under
a qualified domestic relations order (within
the meaning of section 414(p)).

‘‘(vi) TRANSFERS TO COST-OF-LIVING AR-
RANGEMENT NOT TREATED AS DISTRIBUTION.—
For purposes of this paragraph, the balance
to the credit of an employee under a defined
contribution plan shall not include any
amount transferred from such defined con-
tribution plan to a qualified cost-of-living
arrangement (within the meaning of section
415(k)(2)) under a defined benefit plan.

‘‘(vii) LUMP-SUM DISTRIBUTIONS OF ALTER-
NATE PAYEES.—If any distribution or pay-
ment of the balance to the credit of an em-
ployee would be treated as a lump-sum dis-
tribution, then, for purposes of this para-
graph, the payment under a qualified domes-
tic relations order (within the meaning of
section 414(p)) of the balance to the credit of
an alternate payee who is the spouse or
former spouse of the employee shall be treat-
ed as a lump-sum distribution. For purposes
of this clause, the balance to the credit of
the alternate payee shall not include any
amount payable to the employee.’’.

(2) Section 402(c) (relating to rules applica-
ble to rollovers from exempt trusts) is
amended by striking paragraph (10).

(3) Paragraph (1) of section 55(c) (defining
regular tax) is amended by striking ‘‘shall
not include any tax imposed by section 402(d)
and’’.

(4) Paragraph (8) of section 62(a) (relating
to certain portion of lump-sum distributions
from pension plans taxed under section
402(d)) is hereby repealed.

(5) Section 401(a)(28)(B) (relating to coordi-
nation with distribution rules) is amended
by striking clause (v).

(6) Subparagraph (B)(ii) of section
401(k)(10) (relating to distributions that
must be lump-sum distributions) is amended
to read as follows:

‘‘(ii) LUMP-SUM DISTRIBUTION.—For pur-
poses of this subparagraph, the term ‘lump-
sum distribution’ has the meaning given
such term by section 402(e)(4)(D) (without re-
gard to subclauses (I), (II), (III), and (IV) of
clause (i) thereof).’’.
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(7) Section 406(c) (relating to termination

of status as deemed employee not to be
treated as separation from service for pur-
poses of limitation of tax) is hereby repealed.

(8) Section 407(c) (relating to termination
of status as deemed employee not to be
treated as separation from service for pur-
poses of limitation of tax) is hereby repealed.

(9) Section 691(c) (relating to deduction for
estate tax) is amended by striking paragraph
(5).

(10) Paragraph (1) of section 871(b) (relating
to imposition of tax) is amended by striking
‘‘section 1, 55, or 402(d)(1)’’ and inserting
‘‘section 1 or 55’’.

(11) Subsection (b) of section 877 (relating
to alternative tax) is amended by striking
‘‘section 1, 55, or 402(d)(1)’’ and inserting
‘‘section 1 or 55’’.

(12) Section 4980A(c)(4) is amended—
(A) by striking ‘‘to which an election under

section 402(d)(4)(B) applies’’ and inserting
‘‘(as defined in section 402(e)(4)(D)) with re-
spect to which the individual elects to have
this paragraph apply’’,

(B) by adding at the end the following new
flush sentence:

‘‘An individual may elect to have this para-
graph apply to only one lump-sum distribu-
tion.’’, and

(C) by striking the heading and inserting:
‘‘(4) SPECIAL ONE-TIME ELECTION.—’’.
(13) Section 402(e) is amended by striking

paragraph (5).
(c) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to taxable years be-
ginning after December 31, 1999.

(2) RETENTION OF CERTAIN TRANSITION
RULES.—The amendments made by this sec-
tion shall not apply to any distribution for
which the taxpayer is eligible to elect the
benefits of section 1122 (h)(3) or (h)(5) of the
Tax Reform Act of 1986. Notwithstanding the
preceding sentence, individuals who elect
such benefits after December 31, 1999, shall
not be eligible for 5-year averaging under
section 402(d) of the Internal Revenue Code
of 1986 (as in effect immediately before such
amendments).
SEC. 1402. REPEAL OF $5,000 EXCLUSION OF EM-

PLOYEES’ DEATH BENEFITS.
(a) IN GENERAL.—Subsection (b) of section

101 is hereby repealed.
(b) CONFORMING AMENDMENTS.—
(1) Subsection (c) of section 101 is amended

by striking ‘‘subsection (a) or (b)’’ and in-
serting ‘‘subsection (a)’’.

(2) Sections 406(e) and 407(e) are each
amended by striking paragraph (2) and by re-
designating paragraph (3) as paragraph (2).

(3) Section 7701(a)(20) is amended by strik-
ing ‘‘, for the purpose of applying the provi-
sions of section 101(b) with respect to em-
ployees’ death benefits’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply with respect
to decedents dying after the date of the en-
actment of this Act.
SEC. 1403. SIMPLIFIED METHOD FOR TAXING AN-

NUITY DISTRIBUTIONS UNDER CER-
TAIN EMPLOYER PLANS.

(a) GENERAL RULE.—Subsection (d) of sec-
tion 72 (relating to annuities; certain pro-
ceeds of endowment and life insurance con-
tracts) is amended to read as follows:

‘‘(d) SPECIAL RULES FOR QUALIFIED EM-
PLOYER RETIREMENT PLANS.—

‘‘(1) SIMPLIFIED METHOD OF TAXING ANNUITY
PAYMENTS.—

‘‘(A) IN GENERAL.—In the case of any
amount received as an annuity under a
qualified employer retirement plan—

‘‘(i) subsection (b) shall not apply, and
‘‘(ii) the investment in the contract shall

be recovered as provided in this paragraph.
‘‘(B) METHOD OF RECOVERING INVESTMENT IN

CONTRACT.—

‘‘(i) IN GENERAL.—Gross income shall not
include so much of any monthly annuity
payment under a qualified employer retire-
ment plan as does not exceed the amount ob-
tained by dividing—

‘‘(I) the investment in the contract (as of
the annuity starting date), by

‘‘(II) the number of anticipated payments
determined under the table contained in
clause (iii) (or, in the case of a contract to
which subsection (c)(3)(B) applies, the num-
ber of monthly annuity payments under such
contract).

‘‘(ii) CERTAIN RULES MADE APPLICABLE.—
Rules similar to the rules of paragraphs (2)
and (3) of subsection (b) shall apply for pur-
poses of this paragraph.

‘‘(iii) NUMBER OF ANTICIPATED PAYMENTS.—
‘‘If the age of the pri-

mary annuitant on The number of
the annuity start- anticipated
ing date is: payments is:

Not more than 55 360
More than 55 but

not more than 60 .... 310
More than 60 but

not more than 65 ... 260
More than 65 but

not more than 70 ... 210
More than 70 ..... 160.

‘‘(C) ADJUSTMENT FOR REFUND FEATURE NOT
APPLICABLE.—For purposes of this paragraph,
investment in the contract shall be deter-
mined under subsection (c)(1) without regard
to subsection (c)(2).

‘‘(D) SPECIAL RULE WHERE LUMP SUM PAID IN
CONNECTION WITH COMMENCEMENT OF ANNUITY
PAYMENTS.—If, in connection with the com-
mencement of annuity payments under any
qualified employer retirement plan, the tax-
payer receives a lump sum payment—

‘‘(i) such payment shall be taxable under
subsection (e) as if received before the annu-
ity starting date, and

‘‘(ii) the investment in the contract for
purposes of this paragraph shall be deter-
mined as if such payment had been so re-
ceived.

‘‘(E) EXCEPTION.—This paragraph shall not
apply in any case where the primary annu-
itant has attained age 75 on the annuity
starting date unless there are fewer than 5
years of guaranteed payments under the an-
nuity.

‘‘(F) ADJUSTMENT WHERE ANNUITY PAY-
MENTS NOT ON MONTHLY BASIS.—In any case
where the annuity payments are not made
on a monthly basis, appropriate adjustments
in the application of this paragraph shall be
made to take into account the period on the
basis of which such payments are made.

‘‘(G) QUALIFIED EMPLOYER RETIREMENT
PLAN.—For purposes of this paragraph, the
term ‘qualified employer retirement plan’
means any plan or contract described in
paragraph (1), (2), or (3) of section 4974(c).

‘‘(2) TREATMENT OF EMPLOYEE CONTRIBU-
TIONS UNDER DEFINED CONTRIBUTION PLANS.—
For purposes of this section, employee con-
tributions (and any income allocable there-
to) under a defined contribution plan may be
treated as a separate contract.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply in cases
where the annuity starting date is after the
90th day after the date of the enactment of
this Act.
SEC. 1404. REQUIRED DISTRIBUTIONS.

(a) IN GENERAL.—Section 401(a)(9)(C) (de-
fining required beginning date) is amended
to read as follows:

‘‘(C) REQUIRED BEGINNING DATE.—For pur-
poses of this paragraph—

‘‘(i) IN GENERAL.—The term ‘required be-
ginning date’ means April 1 of the calendar
year following the later of—

‘‘(I) the calendar year in which the em-
ployee attains age 701⁄2, or

‘‘(II) the calendar year in which the em-
ployee retires.

‘‘(ii) EXCEPTION.—Subclause (II) of clause
(i) shall not apply—

‘‘(I) except as provided in section 409(d), in
the case of an employee who is a 5-percent
owner (as defined in section 416) with respect
to the plan year ending in the calendar year
in which the employee attains age 701⁄2, or

‘‘(II) for purposes of section 408 (a)(6) or
(b)(3).

‘‘(iii) ACTUARIAL ADJUSTMENT.—In the case
of an employee to whom clause (i)(II) applies
who retires in a calendar year after the cal-
endar year in which the employee attains
age 701⁄2, the employee’s accrued benefit shall
be actuarially increased to take into account
the period after age 701⁄2 in which the em-
ployee was not receiving any benefits under
the plan.

‘‘(iv) EXCEPTION FOR GOVERNMENTAL AND

CHURCH PLANS.—Clauses (ii) and (iii) shall
not apply in the case of a governmental plan
or church plan. For purposes of this clause,
the term ‘church plan’ means a plan main-
tained by a church for church employees,
and the term ‘church’ means any church (as
defined in section 3121(w)(3)(A)) or qualified
church-controlled organization (as defined in
section 3121(w)(3)(B)).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to years
beginning after December 31, 1996.

CHAPTER 2—INCREASED ACCESS TO
RETIREMENT PLANS

Subchapter A—Simple Savings Plans

SEC. 1421. ESTABLISHMENT OF SAVINGS INCEN-
TIVE MATCH PLANS FOR EMPLOY-
EES OF SMALL EMPLOYERS.

(a) IN GENERAL.—Section 408 (relating to
individual retirement accounts) is amended
by redesignating subsection (p) as subsection
(q) and by inserting after subsection (o) the
following new subsection:

‘‘(p) SIMPLE RETIREMENT ACCOUNTS.—
‘‘(1) IN GENERAL.—For purposes of this

title, the term ‘simple retirement account’
means an individual retirement plan (as de-
fined in section 7701(a)(37))—

‘‘(A) with respect to which the require-
ments of paragraphs (3), (4), and (5) are met;
and

‘‘(B) with respect to which the only con-
tributions allowed are contributions under a
qualified salary reduction arrangement.

‘‘(2) QUALIFIED SALARY REDUCTION AR-
RANGEMENT.—

‘‘(A) IN GENERAL.—For purposes of this sub-
section, the term ‘qualified salary reduction
arrangement’ means a written arrangement
of an eligible employer under which—

‘‘(i) an employee eligible to participate in
the arrangement may elect to have the em-
ployer make payments—

‘‘(I) as elective employer contributions to
a simple retirement account on behalf of the
employee, or

‘‘(II) to the employee directly in cash,
‘‘(ii) the amount which an employee may

elect under clause (i) for any year is required
to be expressed as a percentage of compensa-
tion and may not exceed a total of $6,000 for
any year,

‘‘(iii) the employer is required to make a
matching contribution to the simple retire-
ment account for any year in an amount
equal to so much of the amount the em-
ployee elects under clause (i)(I) as does not
exceed the applicable percentage of com-
pensation for the year, and

‘‘(iv) no contributions may be made other
than contributions described in clause (i) or
(iii).
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‘‘(B) EMPLOYER MAY ELECT 2-PERCENT NON-

ELECTIVE CONTRIBUTION.—
‘‘(i) IN GENERAL.—An employer shall be

treated as meeting the requirements of sub-
paragraph (A)(iii) for any year if, in lieu of
the contributions described in such clause,
the employer elects to make nonelective
contributions of 2 percent of compensation
for each employee who is eligible to partici-
pate in the arrangement and who has at least
$5,000 of compensation from the employer for
the year. If an employer makes an election
under this subparagraph for any year, the
employer shall notify employees of such
election within a reasonable period of time
before the 60-day period for such year under
paragraph (5)(C).

‘‘(ii) COMPENSATION LIMITATION.—The com-
pensation taken into account under clause
(i) for any year shall not exceed the limita-
tion in effect for such year under section
401(a)(17).

‘‘(C) DEFINITIONS.—For purposes of this
subsection—

‘‘(i) ELIGIBLE EMPLOYER.—
‘‘(I) IN GENERAL.—The term ‘eligible em-

ployer’ means, with respect to any year, an
employer which had no more than 100 em-
ployees who received at least $5,000 of com-
pensation from the employer for the preced-
ing year.

‘‘(II) 2-YEAR GRACE PERIOD.—An eligible
employer who establishes and maintains a
plan under this subsection for 1 or more
years and who fails to be an eligible em-
ployer for any subsequent year shall be
treated as an eligible employer for the 2
years following the last year the employer
was an eligible employer. If such failure is
due to any acquisition, disposition, or simi-
lar transaction involving an eligible em-
ployer, the preceding sentence shall apply
only in accordance with rules similar to the
rules of section 410(b)(6)(C)(i).

‘‘(ii) APPLICABLE PERCENTAGE.—
‘‘(I) IN GENERAL.—The term ‘applicable per-

centage’ means 3 percent.
‘‘(II) ELECTION OF LOWER PERCENTAGE.—An

employer may elect to apply a lower per-
centage (not less than 1 percent) for any year
for all employees eligible to participate in
the plan for such year if the employer noti-
fies the employees of such lower percentage
within a reasonable period of time before the
60-day election period for such year under
paragraph (5)(C). An employer may not elect
a lower percentage under this subclause for
any year if that election would result in the
applicable percentage being lower than 3 per-
cent in more than 2 of the years in the 5-year
period ending with such year.

‘‘(III) SPECIAL RULE FOR YEARS ARRANGE-
MENT NOT IN EFFECT.—If any year in the 5-
year period described in subclause (II) is a
year prior to the first year for which any
qualified salary reduction arrangement is in
effect with respect to the employer (or any
predecessor), the employer shall be treated
as if the level of the employer matching con-
tribution was at 3 percent of compensation
for such prior year.

‘‘(D) ARRANGEMENT MAY BE ONLY PLAN OF
EMPLOYER.—

‘‘(i) IN GENERAL.—An arrangement shall
not be treated as a qualified salary reduction
arrangement for any year if the employer (or
any predecessor employer) maintained a
qualified plan with respect to which con-
tributions were made, or benefits were ac-
crued, for service in any year in the period
beginning with the year such arrangement
became effective and ending with the year
for which the determination is being made.

‘‘(ii) QUALIFIED PLAN.—For purposes of this
subparagraph, the term ‘qualified plan’
means a plan, contract, pension, or trust de-
scribed in subparagraph (A) or (B) of section
219(g)(5).

‘‘(E) COST-OF-LIVING ADJUSTMENT.—The
Secretary shall adjust the $6,000 amount
under subparagraph (A)(ii) at the same time
and in the same manner as under section
415(d), except that the base period taken into
account shall be the calendar quarter ending
September 30, 1996, and any increase under
this subparagraph which is not a multiple of
$500 shall be rounded to the next lower mul-
tiple of $500.

‘‘(3) VESTING REQUIREMENTS.—The require-
ments of this paragraph are met with respect
to a simple retirement account if the em-
ployee’s rights to any contribution to the
simple retirement account are nonforfeit-
able. For purposes of this paragraph, rules
similar to the rules of subsection (k)(4) shall
apply.

‘‘(4) PARTICIPATION REQUIREMENTS.—
‘‘(A) IN GENERAL.—The requirements of

this paragraph are met with respect to any
simple retirement account for a year only if,
under the qualified salary reduction arrange-
ment, all employees of the employer who—

‘‘(i) received at least $5,000 in compensa-
tion from the employer during any 2 preced-
ing years, and

‘‘(ii) are reasonably expected to receive at
least $5,000 in compensation during the year,

are eligible to make the election under para-
graph (2)(A)(i) or receive the nonelective
contribution described in paragraph (2)(B).

‘‘(B) EXCLUDABLE EMPLOYEES.—An em-
ployer may elect to exclude from the re-
quirement under subparagraph (A) employ-
ees described in section 410(b)(3).

‘‘(5) ADMINISTRATIVE REQUIREMENTS.—The
requirements of this paragraph are met with
respect to any simplified retirement account
if, under the qualified salary reduction ar-
rangement—

‘‘(A) an employer must—
‘‘(i) make the elective employer contribu-

tions under paragraph (2)(A)(i) not later than
the close of the 30-day period following the
last day of the month with respect to which
the contributions are to be made, and

‘‘(ii) make the matching contributions
under paragraph (2)(A)(iii) or the nonelective
contributions under paragraph (2)(B) not
later than the date described in section
404(m)(2)(B),

‘‘(B) an employee may elect to terminate
participation in such arrangement at any
time during the year, except that if an em-
ployee so terminates, the arrangement may
provide that the employee may not elect to
resume participation until the beginning of
the next year, and

‘‘(C) each employee eligible to participate
may elect, during the 60-day period before
the beginning of any year (and the 60-day pe-
riod before the first day such employee is eli-
gible to participate), to participate in the ar-
rangement, or to modify the amounts sub-
ject to such arrangement, for such year.

‘‘(6) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) COMPENSATION.—
‘‘(i) IN GENERAL.—The term ‘compensation’

means amounts described in paragraphs (3)
and (8) of section 6051(a).

‘‘(ii) SELF-EMPLOYED.—In the case of an
employee described in subparagraph (B), the
term ‘compensation’ means net earnings
from self-employment determined under sec-
tion 1402(a) without regard to any contribu-
tion under this subsection.

‘‘(B) EMPLOYEE.—The term ‘employee’ in-
cludes an employee as defined in section
401(c)(1).

‘‘(C) YEAR.—The term ‘year’ means the cal-
endar year.

‘‘(7) USE OF DESIGNATED FINANCIAL INSTITU-
TION.—A plan shall not be treated as failing
to satisfy the requirements of this sub-
section or any other provision of this title

merely because the employer makes all con-
tributions to the individual retirement ac-
counts or annuities of a designated trustee
or issuer. The preceding sentence shall not
apply unless each plan participant is notified
in writing (either separately or as part of the
notice under subsection (l)(2)(C)) that the
participant’s balance may be transferred
without cost or penalty to another individ-
ual account or annuity in accordance with
section 408(d)(3)(G).’’

(b) TAX TREATMENT OF SIMPLE RETIREMENT

ACCOUNTS.—
(1) DEDUCTIBILITY OF CONTRIBUTIONS BY EM-

PLOYEES.—
(A) Section 219(b) (relating to maximum

amount of deduction) is amended by adding
at the end the following new paragraph:

‘‘(4) SPECIAL RULE FOR SIMPLE RETIREMENT
ACCOUNTS.—This section shall not apply with
respect to any amount contributed to a sim-
ple retirement account established under
section 408(p).’’.

(B) Section 219(g)(5)(A) (defining active
participant) is amended by striking ‘‘or’’ at
the end of clause (iv) and by adding at the
end the following new clause:

‘‘(vi) any simple retirement account (with-
in the meaning of section 408(p)), or’’.

(2) DEDUCTIBILITY OF EMPLOYER CONTRIBU-
TIONS.—Section 404 (relating to deductions
for contributions of an employer to pension,
etc. plans) is amended by adding at the end
the following new subsection:

‘‘(m) SPECIAL RULES FOR SIMPLE RETIRE-
MENT ACCOUNTS.—

‘‘(1) IN GENERAL.—Employer contributions
to a simple retirement account shall be
treated as if they are made to a plan subject
to the requirements of this section.

‘‘(2) TIMING.—
‘‘(A) DEDUCTION.—Contributions described

in paragraph (1) shall be deductible in the
taxable year of the employer with or within
which the calendar year for which the con-
tributions were made ends.

‘‘(B) CONTRIBUTIONS AFTER END OF YEAR.—
For purposes of this subsection, contribu-
tions shall be treated as made for a taxable
year if they are made on account of the tax-
able year and are made not later than the
time prescribed by law for filing the return
for the taxable year (including extensions
thereof).’’.

(3) CONTRIBUTIONS AND DISTRIBUTIONS.—
(A) Section 402 (relating to taxability of

beneficiary of employees’ trust) is amended
by adding at the end the following new sub-
section:

‘‘(k) TREATMENT OF SIMPLE RETIREMENT

ACCOUNTS.—Rules similar to the rules of
paragraphs (1) and (3) of subsection (h) shall
apply to contributions and distributions
with respect to a simple retirement account
under section 408(p).’’.

(B) Section 408(d)(3) is amended by adding
at the end the following new subparagraph:

‘‘(G) SIMPLE RETIREMENT ACCOUNTS.—This
paragraph shall not apply to any amount
paid or distributed out of a simple retire-
ment account (as defined in section 408(p))
unless—

‘‘(i) it is paid into another simple retire-
ment account, or

‘‘(ii) in the case of any payment or dis-
tribution to which section 72(t)(6) does not
apply, it is paid into an individual retire-
ment plan.’’.

(C) Clause (i) of section 457(c)(2)(B) is
amended by striking ‘‘section 402(h)(1)(B)’’
and inserting ‘‘section 402(h)(1)(B) or (k)’’.

(4) PENALTIES.—
(A) EARLY WITHDRAWALS.—Section 72(t) (re-

lating to additional tax in early distribu-
tions) is amended by adding at the end the
following new paragraph:
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‘‘(6) SPECIAL RULES FOR SIMPLE RETIREMENT

ACCOUNTS.—In the case of any amount re-
ceived from a simple retirement account
(within the meaning of section 408(p)) during
the 2-year period beginning on the date such
individual first participated in any qualified
salary reduction arrangement maintained by
the individual’s employer under section
408(p)(2), paragraph (1) shall be applied by
substituting ‘25 percent’ for ‘10 percent’.’’.

(B) FAILURE TO REPORT.—Section 6693 is
amended by redesignating subsection (c) as
subsection (d) and by inserting after sub-
section (b) the following new subsection:

‘‘(c) PENALTIES RELATING TO SIMPLE RE-
TIREMENT ACCOUNTS.—

‘‘(1) EMPLOYER PENALTIES.—An employer
who fails to provide 1 or more notices re-
quired by section 408(l)(2)(C) shall pay a pen-
alty of $50 for each day on which such fail-
ures continue.

‘‘(2) TRUSTEE PENALTIES.—A trustee who
fails—

‘‘(A) to provide 1 or more statements re-
quired by the last sentence of section 408(i)
shall pay a penalty of $50 for each day on
which such failures continue, or

‘‘(B) to provide 1 or more summary descrip-
tions required by section 408(l)(2)(B) shall
pay a penalty of $50 for each day on which
such failures continue.

‘‘(3) REASONABLE CAUSE EXCEPTION.—No
penalty shall be imposed under this sub-
section with respect to any failure which the
taxpayer shows was due to reasonable
cause.’’.

(5) REPORTING REQUIREMENTS.—
(A) Section 408(l) is amended by adding at

the end the following new paragraph:
‘‘(2) SIMPLE RETIREMENT ACCOUNTS.—
‘‘(A) NO EMPLOYER REPORTS.—Except as

provided in this paragraph, no report shall be
required under this section by an employer
maintaining a qualified salary reduction ar-
rangement under subsection (p).

‘‘(B) SUMMARY DESCRIPTION.—The trustee
of any simple retirement account established
pursuant to a qualified salary reduction ar-
rangement under subsection (p) shall provide
to the employer maintaining the arrange-
ment, each year a description containing the
following information:

‘‘(i) The name and address of the employer
and the trustee.

‘‘(ii) The requirements for eligibility for
participation.

‘‘(iii) The benefits provided with respect to
the arrangement.

‘‘(iv) The time and method of making elec-
tions with respect to the arrangement.

‘‘(v) The procedures for, and effects of,
withdrawals (including rollovers) from the
arrangement.

‘‘(C) EMPLOYEE NOTIFICATION.—The em-
ployer shall notify each employee imme-
diately before the period for which an elec-
tion described in subsection (p)(5)(C) may be
made of the employee’s opportunity to make
such election. Such notice shall include a
copy of the description described in subpara-
graph (B).’’.

(B) Section 408(l) is amended by striking
‘‘An employer’’ and inserting the following:

‘‘(1) IN GENERAL.—An employer’’.
(6) REPORTING REQUIREMENTS.—Section

408(i) is amended by adding at the end the
following new flush sentence:

‘‘In the case of a simple retirement account
under subsection (p), only one report under
this subsection shall be required to be sub-
mitted each calendar year to the Secretary
(at the time provided under paragraph (2))
but, in addition to the report under this sub-
section, there shall be furnished, within 30
days after each calendar year, to the individ-
ual on whose behalf the account is main-
tained a statement with respect to the ac-

count balance as of the close of, and the ac-
count activity during, such calendar year.’’.

(7) EXEMPTION FROM TOP-HEAVY PLAN
RULES.—Section 416(g)(4) (relating to special
rules for top-heavy plans) is amended by add-
ing at the end the following new subpara-
graph:

‘‘(G) SIMPLE RETIREMENT ACCOUNTS.—The
term ‘top-heavy plan’ shall not include a
simple retirement account under section
408(p).’’.

(8) EMPLOYMENT TAXES.—
(A) Paragraph (5) of section 3121(a) is

amended by striking ‘‘or’’ at the end of sub-
paragraph (F), by inserting ‘‘or’’ at the end
of subparagraph (G), and by adding at the
end the following new subparagraph:

‘‘(H) under an arrangement to which sec-
tion 408(p) applies, other than any elective
contributions under paragraph (2)(A)(i)
thereof,’’.

(B) Section 209(a)(4) of the Social Security
Act is amended by inserting ‘‘; or (J) under
an arrangement to which section 408(p) of
such Code applies, other than any elective
contributions under paragraph (2)(A)(i)
thereof’’ before the semicolon at the end
thereof.

(C) Paragraph (5) of section 3306(b) is
amended by striking ‘‘or’’ at the end of sub-
paragraph (F), by inserting ‘‘or’’ at the end
of subparagraph (G), and by adding at the
end the following new subparagraph:

‘‘(H) under an arrangement to which sec-
tion 408(p) applies, other than any elective
contributions under paragraph (2)(A)(i)
thereof,’’.

(D) Paragraph (12) of section 3401(a) is
amended by adding the following new sub-
paragraph:

‘‘(D) under an arrangement to which sec-
tion 408(p) applies; or’’.

(9) CONFORMING AMENDMENTS.—
(A) Section 280G(b)(6) is amended by strik-

ing ‘‘or’’ at the end of subparagraph (B), by
striking the period at the end of subpara-
graph (C) and inserting ‘‘, or’’ and by adding
after subparagraph (C) the following new
subparagraph:

‘‘(D) a simple retirement account described
in section 408(p).’’.

(B) Section 402(g)(3) is amended by striking
‘‘and’’ at the end of subparagraph (B), by
striking the period at the end of subpara-
graph (C) and inserting ‘‘, and’’, and by add-
ing after subparagraph (C) the following new
subparagraph:

‘‘(D) any elective employer contribution
under section 408(p)(2)(A)(i).’’.

(C) Subsections (b), (c), (m)(4)(B), and
(n)(3)(B) of section 414 are each amended by
inserting ‘‘408(p),’’ after ‘‘408(k),’’.

(D) Section 4972(d)(1)(A) is amended by
striking ‘‘and’’ at the end of clause (ii), by
striking the period at the end of clause (iii)
and inserting ‘‘, and’’, and by adding after
clause (iii) the following new clause:

‘‘(iv) any simple retirement account (with-
in the meaning of section 408(p)).’’.

(c) REPEAL OF SALARY REDUCTION SIM-
PLIFIED EMPLOYEE PENSIONS.—Section
408(k)(6) is amended by adding at the end the
following new subparagraph:

‘‘(H) TERMINATION.—This paragraph shall
not apply to years beginning after December
31, 1996. The preceding sentence shall not
apply to a simplified employee pension if the
terms of such pension, as in effect on Decem-
ber 31, 1996, provide that an employee may
make the election described in subparagraph
(A).’’.

(d) MODIFICATIONS OF ERISA.—
(1) REPORTING REQUIREMENTS.—Section 101

of the Employee Retirement Income Secu-
rity Act of 1974 (29 U.S.C. 1021) is amended by
redesignating subsection (g) as subsection
(h) and by inserting after subsection (f) the
following new subsection:

‘‘(g) SIMPLE RETIREMENT ACCOUNTS.—
‘‘(1) NO EMPLOYER REPORTS.—Except as pro-

vided in this subsection, no report shall be
required under this section by an employer
maintaining a qualified salary reduction ar-
rangement under section 408(p) of the Inter-
nal Revenue Code of 1986.

‘‘(2) SUMMARY DESCRIPTION.—The trustee of
any simple retirement account established
pursuant to a qualified salary reduction ar-
rangement under section 408(p) of such Code
shall provide to the employer maintaining
the arrangement each year a description
containing the following information:

‘‘(A) The name and address of the employer
and the trustee.

‘‘(B) The requirements for eligibility for
participation.

‘‘(C) The benefits provided with respect to
the arrangement.

‘‘(D) The time and method of making elec-
tions with respect to the arrangement.

‘‘(E) The procedures for, and effects of,
withdrawals (including rollovers) from the
arrangement.

‘‘(3) EMPLOYEE NOTIFICATION.—The em-
ployer shall notify each employee imme-
diately before the period for which an elec-
tion described in section 408(p)(5)(C) of such
Code may be made of the employee’s oppor-
tunity to make such election. Such notice
shall include a copy of the description de-
scribed in paragraph (2).’’

(2) FIDUCIARY DUTIES.—Section 404(c) of
such Act (29 U.S.C. 1104(c)) is amended by in-
serting ‘‘(1)’’ after ‘‘(c)’’, by redesignating
paragraphs (1) and (2) as subparagraphs (A)
and (B), respectively, and by adding at the
end the following new paragraph:

‘‘(2) In the case of a simple retirement ac-
count established pursuant to a qualified sal-
ary reduction arrangement under section
408(p) of the Internal Revenue Code of 1986, a
participant or beneficiary shall, for purposes
of paragraph (1), be treated as exercising
control over the assets in the account upon
the earliest of—

‘‘(A) an affirmative election with respect
to the initial investment of any contribu-
tion,

‘‘(B) a rollover to any other simple retire-
ment account or individual retirement plan,
or

‘‘(C) one year after the simple retirement
account is established.

No reports, other than those required under
section 101(g), shall be required with respect
to a simple retirement account established
pursuant to such a qualified salary reduction
arrangement.’’

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1996.
SEC. 1422. EXTENSION OF SIMPLE PLAN TO 401(k)

ARRANGEMENTS.
(a) ALTERNATIVE METHOD OF SATISFYING

SECTION 401(k) NONDISCRIMINATION TESTS.—
Section 401(k) (relating to cash or deferred
arrangements) is amended by adding at the
end the following new paragraph:

‘‘(11) ADOPTION OF SIMPLE PLAN TO MEET
NONDISCRIMINATION TESTS.—

‘‘(A) IN GENERAL.—A cash or deferred ar-
rangement maintained by an eligible em-
ployer shall be treated as meeting the re-
quirements of paragraph (3)(A)(ii) if such ar-
rangement meets—

‘‘(i) the contribution requirements of sub-
paragraph (B),

‘‘(ii) the exclusive plan requirements of
subparagraph (C), and

‘‘(iii) the vesting requirements of section
408(p)(3).

‘‘(B) CONTRIBUTION REQUIREMENTS.—
‘‘(i) IN GENERAL.—The requirements of this

subparagraph are met if, under the arrange-
ment—
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‘‘(I) an employee may elect to have the em-

ployer make elective contributions for the
year on behalf of the employee to a trust
under the plan in an amount which is ex-
pressed as a percentage of compensation of
the employee but which in no event exceeds
$6,000,

‘‘(II) the employer is required to make a
matching contribution to the trust for the
year in an amount equal to so much of the
amount the employee elects under subclause
(I) as does not exceed 3 percent of compensa-
tion for the year, and

‘‘(III) no other contributions may be made
other than contributions described in sub-
clause (I) or (II).

‘‘(ii) EMPLOYER MAY ELECT 2-PERCENT NON-
ELECTIVE CONTRIBUTION.—An employer shall
be treated as meeting the requirements of
clause (i)(II) for any year if, in lieu of the
contributions described in such clause, the
employer elects (pursuant to the terms of
the arrangement) to make nonelective con-
tributions of 2 percent of compensation for
each employee who is eligible to participate
in the arrangement and who has at least
$5,000 of compensation from the employer for
the year. If an employer makes an election
under this subparagraph for any year, the
employer shall notify employees of such
election within a reasonable period of time
before the 60th day before the beginning of
such year.

‘‘(C) EXCLUSIVE PLAN REQUIREMENT.—The
requirements of this subparagraph are met
for any year to which this paragraph applies
if no contributions were made, or benefits
were accrued, for services during such year
under any qualified plan of the employer on
behalf of any employee eligible to partici-
pate in the cash or deferred arrangement,
other than contributions described in sub-
paragraph (B).

‘‘(D) DEFINITIONS AND SPECIAL RULE.—
‘‘(i) DEFINITIONS.—For purposes of this

paragraph, any term used in this paragraph
which is also used in section 408(p) shall have
the meaning given such term by such sec-
tion.

‘‘(ii) COORDINATION WITH TOP-HEAVY
RULES.—A plan meeting the requirements of
this paragraph for any year shall not be
treated as a top-heavy plan under section 416
for such year.’’.

(b) ALTERNATIVE METHODS OF SATISFYING
SECTION 401(m) NONDISCRIMINATION TESTS.—
Section 401(m) (relating to nondiscrimina-
tion test for matching contributions and em-
ployee contributions) is amended by redesig-
nating paragraph (10) as paragraph (11) and
by adding after paragraph (9) the following
new paragraph:

‘‘(10) ALTERNATIVE METHOD OF SATISFYING
TESTS.—A defined contribution plan shall be
treated as meeting the requirements of para-
graph (2) with respect to matching contribu-
tions if the plan—

‘‘(A) meets the contribution requirements
of subparagraph (B) of subsection (k)(11),

‘‘(B) meets the exclusive plan requirements
of subsection (k)(11)(C), and

‘‘(C) meets the vesting requirements of sec-
tion 408(p)(3).’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to plan
years beginning after December 31, 1996.

Subchapter B—Other Provisions
SEC. 1426. TAX-EXEMPT ORGANIZATIONS ELIGI-

BLE UNDER SECTION 401(k).
(a) IN GENERAL.—Subparagraph (B) of sec-

tion 401(k)(4) is amended to read as follows:
‘‘(B) ELIGIBILITY OF STATE AND LOCAL GOV-

ERNMENTS AND TAX-EXEMPT ORGANIZATIONS.—
‘‘(i) TAX-EXEMPTS ELIGIBLE.—Except as pro-

vided in clause (ii), any organization exempt
from tax under this subtitle may include a
qualified cash or deferred arrangement as
part of a plan maintained by it.

‘‘(ii) GOVERNMENTS INELIGIBLE.—A cash or
deferred arrangement shall not be treated as
a qualified cash or deferred arrangement if it
is part of a plan maintained by a State or
local government or political subdivision
thereof, or any agency or instrumentality
thereof. This clause shall not apply to a
rural cooperative plan or to a plan of an em-
ployer described in clause (iii).

‘‘(iii) TREATMENT OF INDIAN TRIBAL GOVERN-
MENTS.—An employer which is an Indian
tribal government (as defined in section
7701(a)(40)), a subdivision of an Indian tribal
government (determined in accordance with
section 7871(d)), an agency or instrumental-
ity of an Indian tribal government or sub-
division thereof, or a corporation chartered
under Federal, State, or tribal law which is
owned in whole or in part by any of the fore-
going may include a qualified cash or de-
ferred arrangement as part of a plan main-
tained by the employer.’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to plan
years beginning after December 31, 1996, but
shall not apply to any cash or deferred ar-
rangement to which clause (i) of section
1116(f)(2)(B) of the Tax Reform Act of 1986 ap-
plies.
SEC. 1427. HOMEMAKERS ELIGIBLE FOR FULL

IRA DEDUCTION.

(a) SPOUSAL IRA COMPUTED ON BASIS OF
COMPENSATION OF BOTH SPOUSES.—Sub-
section (c) of section 219 (relating to special
rules for certain married individuals) is
amended to read as follows:

‘‘(c) SPECIAL RULES FOR CERTAIN MARRIED
INDIVIDUALS.—

‘‘(1) IN GENERAL.—In the case of an individ-
ual to whom this paragraph applies for the
taxable year, the limitation of paragraph (1)
of subsection (b) shall be equal to the lesser
of—

‘‘(A) the dollar amount in effect under sub-
section (b)(1)(A) for the taxable year, or

‘‘(B) the sum of—
‘‘(i) the compensation includible in such

individual’s gross income for the taxable
year, plus

‘‘(ii) the compensation includible in the
gross income of such individual’s spouse for
the taxable year reduced by the amount al-
lowed as a deduction under subsection (a) to
such spouse for such taxable year.

‘‘(2) INDIVIDUALS TO WHOM PARAGRAPH (1)
APPLIES.—Paragraph (1) shall apply to any
individual if—

‘‘(A) such individual files a joint return for
the taxable year, and

‘‘(B) the amount of compensation (if any)
includible in such individual’s gross income
for the taxable year is less than the com-
pensation includible in the gross income of
such individual’s spouse for the taxable
year.’’.

(b) CONFORMING AMENDMENTS.—
(1) Paragraph (2) of section 219(f) (relating

to other definitions and special rules) is
amended by striking ‘‘subsections (b) and
(c)’’ and inserting ‘‘subsection (b)’’.

(2) Section 219(g)(1) is amended by striking
‘‘(c)(2)’’ and inserting ‘‘(c)(1)(A)’’.

(3) Section 408(d)(5) is amended by striking
‘‘$2,250’’ and inserting ‘‘the dollar amount in
effect under section 219(b)(1)(A)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1996.

CHAPTER 3—NONDISCRIMINATION
PROVISIONS

SEC. 1431. DEFINITION OF HIGHLY COM-
PENSATED EMPLOYEES; REPEAL OF
FAMILY AGGREGATION.

(a) IN GENERAL.—Paragraph (1) of section
414(q) (defining highly compensated em-
ployee) is amended to read as follows:

‘‘(1) IN GENERAL.—The term ‘highly com-
pensated employee’ means any employee
who—

‘‘(A) was a 5-percent owner at any time
during the year or the preceding year, or

‘‘(B) for the preceding year had compensa-
tion from the employer in excess of $80,000.
The Secretary shall adjust the $80,000
amount under subparagraph (B) at the same
time and in the same manner as under sec-
tion 415(d), except that the base period shall
be the calendar quarter ending September 30,
1996.’’.

(b) REPEAL OF FAMILY AGGREGATION

RULES.—
(1) IN GENERAL.—Paragraph (6) of section

414(q) is hereby repealed.
(2) COMPENSATION LIMIT.—Paragraph (17)(A)

of section 401(a) is amended by striking the
last sentence.

(3) DEDUCTION.—Subsection (l) of section
404 is amended by striking the last sentence.

(c) CONFORMING AMENDMENTS.—
(1)(A) Subsection (q) of section 414 is

amended by striking paragraphs (2), (4), (5),
(8), and (12) and by redesignating paragraphs
(3), (7), (9), (10), and (11) as paragraphs (2)
through (6), respectively.

(B) Sections 129(d)(8)(B), 401(a)(5)(D)(ii),
408(k)(2)(C), and 416(i)(1)(D) are each amend-
ed by striking ‘‘section 414(q)(7)’’ and insert-
ing ‘‘section 414(q)(3)’’.

(C) Section 416(i)(1)(A) is amended by strik-
ing ‘‘section 414(q)(8)’’ and inserting ‘‘section
414(r)(9)’’.

(2)(A) Section 414(r) is amended by adding
at the end the following new paragraph:

‘‘(9) EXCLUDED EMPLOYEES.—For purposes
of paragraph (2)(A), the following employees
shall be excluded:

‘‘(A) Employees who have not completed 6
months of service.

‘‘(B) Employees who normally work less
than 171⁄2 hours per week.

‘‘(C) Employees who normally work not
more than 6 months during any year.

‘‘(D) Employees who have not attained the
age of 21.

‘‘(E) Except to the extent provided in regu-
lations, employees who are included in a unit
of employees covered by an agreement which
the Secretary of Labor finds to be a collec-
tive bargaining agreement between employee
representatives and the employer.

Except as provided by the Secretary, the em-
ployer may elect to apply subparagraph (A),
(B), (C), or (D) by substituting a shorter pe-
riod of service, smaller number of hours or
months, or lower age for the period of serv-
ice, number of hours or months, or age (as
the case may be) specified in such subpara-
graph.’’.

(B) Subparagraph (A) of section 414(r)(2) is
amended by striking ‘‘subsection (q)(8)’’ and
inserting ‘‘paragraph (9)’’.

(3) Section 1114(c)(4) of the Tax Reform Act
of 1986 is amended by adding at the end the
following new sentence: ‘‘Any reference in
this paragraph to section 414(q) shall be
treated as a reference to such section as in
effect on the day before the date of the en-
actment of the Small Business Job Protec-
tion Act of 1996.’’.

(d) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to years beginning
after December 31, 1996, except that in deter-
mining whether an employee is a highly
compensated employee for years beginning
in 1997, such amendments shall be treated as
having been in effect for years beginning in
1996.

(2) FAMILY AGGREGATION.—The amend-
ments made by subsection (b) shall apply to
years beginning after December 31, 1996.
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SEC. 1432. MODIFICATION OF ADDITIONAL PAR-

TICIPATION REQUIREMENTS.
(a) GENERAL RULE.—Section 401(a)(26)(A)

(relating to additional participation require-
ments) is amended to read as follows:

‘‘(A) IN GENERAL.—In the case of a trust
which is a part of a defined benefit plan, such
trust shall not constitute a qualified trust
under this subsection unless on each day of
the plan year such trust benefits at least the
lesser of—

‘‘(i) 50 employees of the employer, or
‘‘(ii) the greater of—
‘‘(I) 40 percent of all employees of the em-

ployer, or
‘‘(II) 2 employees (or if there is only 1 em-

ployee, such employee).’’.
(b) SEPARATE LINE OF BUSINESS TEST.—Sec-

tion 401(a)(26)(G) (relating to separate line of
business) is amended by striking ‘‘paragraph
(7)’’ and inserting ‘‘paragraph (2)(A) or (7)’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to years be-
ginning after December 31, 1996.
SEC. 1433. NONDISCRIMINATION RULES FOR

QUALIFIED CASH OR DEFERRED AR-
RANGEMENTS AND MATCHING CON-
TRIBUTIONS.

(a) ALTERNATIVE METHODS OF SATISFYING
SECTION 401(k) NONDISCRIMINATION TESTS.—
Section 401(k) (relating to cash or deferred
arrangements), as amended by section 1422,
is amended by adding at the end the follow-
ing new paragraph:

‘‘(12) ALTERNATIVE METHODS OF MEETING
NONDISCRIMINATION REQUIREMENTS.—

‘‘(A) IN GENERAL.—A cash or deferred ar-
rangement shall be treated as meeting the
requirements of paragraph (3)(A)(ii) if such
arrangement—

‘‘(i) meets the contribution requirements
of subparagraph (B) or (C), and

‘‘(ii) meets the notice requirements of sub-
paragraph (D).

‘‘(B) MATCHING CONTRIBUTIONS.—
‘‘(i) IN GENERAL.—The requirements of this

subparagraph are met if, under the arrange-
ment, the employer makes matching con-
tributions on behalf of each employee who is
not a highly compensated employee in an
amount equal to—

‘‘(I) 100 percent of the elective contribu-
tions of the employee to the extent such
elective contributions do not exceed 3 per-
cent of the employee’s compensation, and

‘‘(II) 50 percent of the elective contribu-
tions of the employee to the extent that such
elective contributions exceed 3 percent but
do not exceed 5 percent of the employee’s
compensation.

‘‘(ii) RATE FOR HIGHLY COMPENSATED EM-
PLOYEES.—The requirements of this subpara-
graph are not met if, under the arrangement,
the rate of matching contribution with re-
spect to any elective contribution of a highly
compensated employee at any rate of elec-
tive contribution is greater than that with
respect to an employee who is not a highly
compensated employee.

‘‘(iii) ALTERNATIVE PLAN DESIGNS.—If the
rate of any matching contribution with re-
spect to any rate of elective contribution is
not equal to the percentage required under
clause (i), an arrangement shall not be treat-
ed as failing to meet the requirements of
clause (i) if—

‘‘(I) the rate of an employer’s matching
contribution does not increase as an employ-
ee’s rate of elective contributions increase,
and

‘‘(II) the aggregate amount of matching
contributions at such rate of elective con-
tribution is at least equal to the aggregate
amount of matching contributions which
would be made if matching contributions
were made on the basis of the percentages
described in clause (i).

‘‘(C) NONELECTIVE CONTRIBUTIONS.—The re-
quirements of this subparagraph are met if,

under the arrangement, the employer is re-
quired, without regard to whether the em-
ployee makes an elective contribution or
employee contribution, to make a contribu-
tion to a defined contribution plan on behalf
of each employee who is not a highly com-
pensated employee and who is eligible to
participate in the arrangement in an amount
equal to at least 3 percent of the employee’s
compensation.

‘‘(D) NOTICE REQUIREMENT.—An arrange-
ment meets the requirements of this para-
graph if, under the arrangement, each em-
ployee eligible to participate is, within a
reasonable period before any year, given
written notice of the employee’s rights and
obligations under the arrangement which—

‘‘(i) is sufficiently accurate and com-
prehensive to appraise the employee of such
rights and obligations, and

‘‘(ii) is written in a manner calculated to
be understood by the average employee eligi-
ble to participate.

‘‘(E) OTHER REQUIREMENTS.—
‘‘(i) WITHDRAWAL AND VESTING RESTRIC-

TIONS.—An arrangement shall not be treated
as meeting the requirements of subparagraph
(B) or (C) of this paragraph unless the re-
quirements of subparagraphs (B) and (C) of
paragraph (2) are met with respect to all em-
ployer contributions (including matching
contributions) taken into account in deter-
mining whether the requirements of subpara-
graphs (B) and (C) of this paragraph are met.

‘‘(ii) SOCIAL SECURITY AND SIMILAR CON-
TRIBUTIONS NOT TAKEN INTO ACCOUNT.—An ar-
rangement shall not be treated as meeting
the requirements of subparagraph (B) or (C)
unless such requirements are met without
regard to subsection (l), and, for purposes of
subsection (l), employer contributions under
subparagraph (B) or (C) shall not be taken
into account.

‘‘(F) OTHER PLANS.—An arrangement shall
be treated as meeting the requirements
under subparagraph (A)(i) if any other plan
maintained by the employer meets such re-
quirements with respect to employees eligi-
ble under the arrangement.’’.

(b) ALTERNATIVE METHODS OF SATISFYING
SECTION 401(m) NONDISCRIMINATION TESTS.—
Section 401(m) (relating to nondiscrimina-
tion test for matching contributions and em-
ployee contributions), as amended by this
section 1422(b), is amended by redesignating
paragraph (11) as paragraph (12) and by add-
ing after paragraph (10) the following new
paragraph:

‘‘(11) ALTERNATIVE METHOD OF SATISFYING
TESTS.—

‘‘(A) IN GENERAL.—A defined contribution
plan shall be treated as meeting the require-
ments of paragraph (2) with respect to
matching contributions if the plan—

‘‘(i) meets the contribution requirements
of subparagraph (B) or (C) of subsection
(k)(12),

‘‘(ii) meets the notice requirements of sub-
section (k)(12)(D), and

‘‘(iii) meets the requirements of subpara-
graph (B).

‘‘(B) LIMITATION ON MATCHING CONTRIBU-
TIONS.—The requirements of this subpara-
graph are met if—

‘‘(i) matching contributions on behalf of
any employee may not be made with respect
to an employee’s contributions or elective
deferrals in excess of 6 percent of the em-
ployee’s compensation,

‘‘(ii) the rate of an employer’s matching
contribution does not increase as the rate of
an employee’s contributions or elective de-
ferrals increase, and

‘‘(iii) the matching contribution with re-
spect to any highly compensated employee
at any rate of an employee contribution or
rate of elective deferral is not greater than

that with respect to an employee who is not
a highly compensated employee.’’.

(c) YEAR FOR COMPUTING NONHIGHLY COM-
PENSATED EMPLOYEE PERCENTAGE.—

(1) CASH OR DEFERRED ARRANGEMENTS.—
Section 401(k)(3)(A) is amended—

(A) by striking ‘‘such year’’ in clause (ii)
and inserting ‘‘the plan year’’,

(B) by striking ‘‘for such plan year’’ in
clause (ii) and inserting ‘‘for the preceding
plan year’’, and

(C) by adding at the end the following new
sentence: ‘‘An arrangement may apply
clause (ii) by using the plan year rather than
the preceding plan year if the employer so
elects, except that if such an election is
made, it may not be changed except as pro-
vided by the Secretary.’’.

(2) MATCHING AND EMPLOYEE CONTRIBU-
TIONS.—Section 401(m)(2)(A) is amended—

(A) by inserting ‘‘for such plan year’’ after
‘‘highly compensated employees’’,

(B) by inserting ‘‘for the preceding plan
year’’ after ‘‘eligible employees’’ each place
it appears in clause (i) and clause (ii), and

(C) by adding at the end the following flush
sentence:
‘‘This subparagraph may be applied by using
the plan year rather than the preceding plan
year if the employer so elects, except that if
such an election is made, it may not be
changed except as provided the Secretary.’’.

(d) SPECIAL RULE FOR DETERMINING AVER-
AGE DEFERRAL PERCENTAGE FOR FIRST PLAN
YEAR, ETC.—

(1) Paragraph (3) of section 401(k) is amend-
ed by adding at the end the following new
subparagraph:

‘‘(E) For purposes of this paragraph, in the
case of the first plan year of any plan (other
than a successor plan), the amount taken
into account as the actual deferral percent-
age of nonhighly compensated employees for
the preceding plan year shall be—

‘‘(i) 3 percent, or
‘‘(ii) if the employer makes an election

under this subclause, the actual deferral per-
centage of nonhighly compensated employ-
ees determined for such first plan year.’’.

(2) Paragraph (3) of section 401(m) is
amended by adding at the end the following:
‘‘Rules similar to the rules of subsection
(k)(3)(E) shall apply for purposes of this sub-
section.’’.

(e) DISTRIBUTION OF EXCESS CONTRIBUTIONS
AND EXCESS AGGREGATE CONTRIBUTIONS.—

(1) Subparagraph (C) of section 401(k)(8)
(relating to arrangement not disqualified if
excess contributions distributed) is amended
by striking ‘‘on the basis of the respective
portions of the excess contributions attrib-
utable to each of such employees’’ and in-
serting ‘‘on the basis of the amount of con-
tributions by, or on behalf of, each of such
employees’’.

(2) Subparagraph (C) of section 401(m)(6)
(relating to method of distributing excess
aggregate contributions) is amended by
striking ‘‘on the basis of the respective por-
tions of such amounts attributable to each of
such employees’’ and inserting ‘‘on the basis
of the amount of contributions on behalf of,
or by, each such employee’’.

(f) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to years beginning
after December 31, 1998.

(2) EXCEPTIONS.—The amendments made by
subsections (c), (d), and (e) shall apply to
years beginning after December 31, 1996.

SEC. 1434. DEFINITION OF COMPENSATION FOR
SECTION 415 PURPOSES.

(a) GENERAL RULE.—Section 415(c)(3) (de-
fining participant’s compensation) is amend-
ed by adding at the end the following new
subparagraph:
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‘‘(D) CERTAIN DEFERRALS INCLUDED.—The

term ‘participant’s compensation’ shall in-
clude—

‘‘(i) any elective deferral (as defined in sec-
tion 402(g)(3)), and

‘‘(ii) any amount which is contributed or
deferred by the employer at the election of
the employee and which is not includible in
the gross income of the employee by reason
of section 125 or 457.’’.

(b) CONFORMING AMENDMENTS.—
(1) Section 414(q)(3), as redesignated by sec-

tion 1431, is amended to read as follows:
‘‘(4) COMPENSATION.—For purposes of this

subsection, the term ‘compensation’ has the
meaning given such term by section
415(c)(3).’’.

(2) Section 414(s)(2) is amended by inserting
‘‘not’’ after ‘‘elect’’ in the text and heading
thereof.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to years be-
ginning after December 31, 1997.

CHAPTER 4—MISCELLANEOUS
PROVISIONS

SEC. 1441. PLANS COVERING SELF-EMPLOYED IN-
DIVIDUALS.

(a) AGGREGATION RULES.—Section 401(d)
(relating to additional requirements for
qualification of trusts and plans benefiting
owner-employees) is amended to read as fol-
lows:

‘‘(d) CONTRIBUTION LIMIT ON OWNER-EM-
PLOYEES.—A trust forming part of a pension
or profit-sharing plan which provides con-
tributions or benefits for employees some or
all of whom are owner-employees shall con-
stitute a qualified trust under this section
only if, in addition to meeting the require-
ments of subsection (a), the plan provides
that contributions on behalf of any owner-
employee may be made only with respect to
the earned income of such owner-employee
which is derived from the trade or business
with respect to which such plan is estab-
lished.’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to years be-
ginning after December 31, 1996.
SEC. 1442. ELIMINATION OF SPECIAL VESTING

RULE FOR MULTIEMPLOYER PLANS.
(a) AMENDMENTS TO 1986 CODE.—Paragraph

(2) of section 411(a) (relating to minimum
vesting standards) is amended—

(1) by striking ‘‘subparagraph (A), (B), or
(C)’’ and inserting ‘‘subparagraph (A) or (B)’’;
and

(2) by striking subparagraph (C).
(b) AMENDMENTS TO ERISA.—Paragraph (2)

of section 203(a) of the Employee Retirement
Income Security Act of 1974 (29 U.S.C.
1053(a)) is amended—

(1) by striking ‘‘subparagraph (A), (B), or
(C)’’ and inserting ‘‘subparagraph (A) or (B)’’;
and

(2) by striking subparagraph (C).
(c) EFFECTIVE DATE.—The amendments

made by this section shall apply to plan
years beginning on or after the earlier of—

(1) the later of—
(A) January 1, 1997, or
(B) the date on which the last of the collec-

tive bargaining agreements pursuant to
which the plan is maintained terminates (de-
termined without regard to any extension
thereof after the date of the enactment of
this Act), or

(2) January 1, 1999.
Such amendments shall not apply to any in-
dividual who does not have more than 1 hour
of service under the plan on or after the 1st
day of the 1st plan year to which such
amendments apply.
SEC. 1443. DISTRIBUTIONS UNDER RURAL COOP-

ERATIVE PLANS.
(a) DISTRIBUTIONS FOR HARDSHIP OR AFTER

A CERTAIN AGE.—Section 401(k)(7) is amended

by adding at the end the following new sub-
paragraph:

‘‘(C) SPECIAL RULE FOR CERTAIN DISTRIBU-
TIONS.—A rural cooperative plan which in-
cludes a qualified cash or deferred arrange-
ment shall not be treated as violating the re-
quirements of section 401(a) or of paragraph
(2) merely by reason of a hardship distribu-
tion or a distribution to a participant after
attainment of age 591⁄2. For purposes of this
section, the term ‘hardship distribution’
means a distribution described in paragraph
(2)(B)(i)(IV) (without regard to the limita-
tion of its application to profit-sharing or
stock bonus plans).’’.

(b) PUBLIC UTILITY DISTRICTS.—Clause (i) of
section 401(k)(7)(B) (defining rural coopera-
tive) is amended to read as follows:

‘‘(i) any organization which—
‘‘(I) is engaged primarily in providing elec-

tric service on a mutual or cooperative basis,
or

‘‘(II) is engaged primarily in providing
electric service to the public in its area of
service and which is exempt from tax under
this subtitle or which is a State or local gov-
ernment (or an agency or instrumentality
thereof), other than a municipality (or an
agency or instrumentality thereof),’’.

(c) EFFECTIVE DATES.—
(1) DISTRIBUTIONS.—The amendments made

by subsection (a) shall apply to distributions
after the date of the enactment of this Act.

(2) PUBLIC UTILITY DISTRICTS.—The amend-
ments made by subsection (b) shall apply to
plan years beginning after December 31, 1996.
SEC. 1444. TREATMENT OF GOVERNMENTAL

PLANS UNDER SECTION 415.
(a) COMPENSATION LIMIT.—Subsection (b) of

section 415 is amended by adding imme-
diately after paragraph (10) the following
new paragraph:

‘‘(11) SPECIAL LIMITATION RULE FOR GOVERN-
MENTAL PLANS.—In the case of a govern-
mental plan (as defined in section 414(d)),
subparagraph (B) of paragraph (1) shall not
apply.’’.

(b) TREATMENT OF CERTAIN EXCESS BENEFIT
PLANS.—

(1) IN GENERAL.—Section 415 is amended by
adding at the end the following new sub-
section:

‘‘(m) TREATMENT OF QUALIFIED GOVERN-
MENTAL EXCESS BENEFIT ARRANGEMENTS.—

‘‘(1) GOVERNMENTAL PLAN NOT AFFECTED.—
In determining whether a governmental plan
(as defined in section 414(d)) meets the re-
quirements of this section, benefits provided
under a qualified governmental excess bene-
fit arrangement shall not be taken into ac-
count. Income accruing to a governmental
plan (or to a trust that is maintained solely
for the purpose of providing benefits under a
qualified governmental excess benefit ar-
rangement) in respect of a qualified govern-
mental excess benefit arrangement shall
constitute income derived from the exercise
of an essential governmental function upon
which such governmental plan (or trust)
shall be exempt from tax under section 115.

‘‘(2) TAXATION OF PARTICIPANT.—For pur-
poses of this chapter—

‘‘(A) the taxable year or years for which
amounts in respect of a qualified govern-
mental excess benefit arrangement are in-
cludible in gross income by a participant,
and

‘‘(B) the treatment of such amounts when
so includible by the participant,
shall be determined as if such qualified gov-
ernmental excess benefit arrangement were
treated as a plan for the deferral of com-
pensation which is maintained by a corpora-
tion not exempt from tax under this chapter
and which does not meet the requirements
for qualification under section 401.

‘‘(3) QUALIFIED GOVERNMENTAL EXCESS BEN-
EFIT ARRANGEMENT.—For purposes of this

subsection, the term ‘qualified governmental
excess benefit arrangement’ means a portion
of a governmental plan if—

‘‘(A) such portion is maintained solely for
the purpose of providing to participants in
the plan that part of the participant’s an-
nual benefit otherwise payable under the
terms of the plan that exceeds the limita-
tions on benefits imposed by this section,

‘‘(B) under such portion no election is pro-
vided at any time to the participant (di-
rectly or indirectly) to defer compensation,
and

‘‘(C) benefits described in subparagraph (A)
are not paid from a trust forming a part of
such governmental plan unless such trust is
maintained solely for the purpose of provid-
ing such benefits.’’.

(2) COORDINATION WITH SECTION 457.—Sub-
section (e) of section 457 is amended by add-
ing at the end the following new paragraph:

‘‘(14) TREATMENT OF QUALIFIED GOVERN-
MENTAL EXCESS BENEFIT ARRANGEMENTS.—
Subsections (b)(2) and (c)(1) shall not apply
to any qualified governmental excess benefit
arrangement (as defined in section 415(m)(3)),
and benefits provided under such an arrange-
ment shall not be taken into account in de-
termining whether any other plan is an eligi-
ble deferred compensation plan.’’.

(3) CONFORMING AMENDMENT.—Paragraph
(2) of section 457(f) is amended by striking
‘‘and’’ at the end of subparagraph (C), by
striking the period at the end of subpara-
graph (D) and inserting ‘‘, and’’, and by in-
serting immediately thereafter the following
new subparagraph:

‘‘(E) a qualified governmental excess bene-
fit arrangement described in section
415(m).’’.

(c) EXEMPTION FOR SURVIVOR AND DISABIL-
ITY BENEFITS.—Paragraph (2) of section
415(b) is amended by adding at the end the
following new subparagraph:

‘‘(I) EXEMPTION FOR SURVIVOR AND DISABIL-
ITY BENEFITS PROVIDED UNDER GOVERNMENTAL
PLANS.—Subparagraph (C) of this paragraph
and paragraph (5) shall not apply to—

‘‘(i) income received from a governmental
plan (as defined in section 414(d)) as a pen-
sion, annuity, or similar allowance as the re-
sult of the recipient becoming disabled by
reason of personal injuries or sickness, or

‘‘(ii) amounts received from a govern-
mental plan by the beneficiaries, survivors,
or the estate of an employee as the result of
the death of the employee.’’.

(d) REVOCATION OF GRANDFATHER ELEC-
TION.—

(1) IN GENERAL.—Subparagraph (C) of sec-
tion 415(b)(10) is amended by adding at the
end the following new clause:

‘‘(ii) REVOCATION OF ELECTION.—An election
under clause (i) may be revoked not later
than the last day of the third plan year be-
ginning after the date of the enactment of
this clause. The revocation shall apply to all
plan years to which the election applied and
to all subsequent plan years. Any amount
paid by a plan in a taxable year ending after
the revocation shall be includible in income
in such taxable year under the rules of this
chapter in effect for such taxable year, ex-
cept that, for purposes of applying the limi-
tations imposed by this section, any portion
of such amount which is attributable to any
taxable year during which the election was
in effect shall be treated as received in such
taxable year.’’.

(2) CONFORMING AMENDMENT.—Subpara-
graph (C) of section 415(b)(10) is amended by
striking ‘‘This’’ and inserting:

‘‘(i) IN GENERAL.—This’’.
(e) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

subsections (a), (b), and (c) shall apply to
years beginning after December 31, 1994. The
amendments made by subsection (d) shall
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apply with respect to revocations adopted
after the date of the enactment of this Act.

(2) TREATMENT FOR YEARS BEGINNING BE-
FORE JANUARY 1, 1995.—Nothing in the amend-
ments made by this section shall be con-
strued to imply that a governmental plan (as
defined in section 414(d) of the Internal Reve-
nue Code of 1986) fails to satisfy the require-
ments of section 415 of such Code for any
taxable year beginning before January 1,
1995.
SEC. 1445. UNIFORM RETIREMENT AGE.

(a) DISCRIMINATION TESTING.—Paragraph (5)
of section 401(a) (relating to special rules re-
lating to nondiscrimination requirements) is
amended by adding at the end the following
new subparagraph:

‘‘(F) SOCIAL SECURITY RETIREMENT AGE.—
For purposes of testing for discrimination
under paragraph (4)—

‘‘(i) the social security retirement age (as
defined in section 415(b)(8)) shall be treated
as a uniform retirement age, and

‘‘(ii) subsidized early retirement benefits
and joint and survivor annuities shall not be
treated as being unavailable to employees on
the same terms merely because such benefits
or annuities are based in whole or in part on
an employee’s social security retirement age
(as so defined).’’

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to years be-
ginning after December 31, 1996.
SEC. 1446. CONTRIBUTIONS ON BEHALF OF DIS-

ABLED EMPLOYEES.
(a) ALL DISABLED PARTICIPANTS RECEIVING

CONTRIBUTIONS.—Section 415(c)(3)(C) is
amended by adding at the end the following:
‘‘If a defined contribution plan provides for
the continuation of contributions on behalf
of all participants described in clause (i) for
a fixed or determinable period, this subpara-
graph shall be applied without regard to
clauses (ii) and (iii).’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to years be-
ginning after December 31, 1996.
SEC. 1447. TREATMENT OF DEFERRED COM-

PENSATION PLANS OF STATE AND
LOCAL GOVERNMENTS AND TAX-EX-
EMPT ORGANIZATIONS.

(a) SPECIAL RULES FOR PLAN DISTRIBU-
TIONS.—Paragraph (9) of section 457(e) (relat-
ing to other definitions and special rules) is
amended to read as follows:

‘‘(9) BENEFITS NOT TREATED AS MADE AVAIL-
ABLE BY REASON OF CERTAIN ELECTIONS, ETC.—

‘‘(A) TOTAL AMOUNT PAYABLE IS $3,500 OR
LESS.—The total amount payable to a partic-
ipant under the plan shall not be treated as
made available merely because the partici-
pant may elect to receive such amount (or
the plan may distribute such amount with-
out the participant’s consent) if—

‘‘(i) such amount does not exceed $3,500,
and

‘‘(ii) such amount may be distributed only
if—

‘‘(I) no amount has been deferred under the
plan with respect to such participant during
the 2-year period ending on the date of the
distribution, and

‘‘(II) there has been no prior distribution
under the plan to such participant to which
this subparagraph applied.

A plan shall not be treated as failing to meet
the distribution requirements of subsection
(d) by reason of a distribution to which this
subparagraph applies.

‘‘(B) ELECTION TO DEFER COMMENCEMENT OF
DISTRIBUTIONS.—The total amount payable to
a participant under the plan shall not be
treated as made available merely because
the participant may elect to defer com-
mencement of distributions under the plan
if—

‘‘(i) such election is made after amounts
may be available under the plan in accord-

ance with subsection (d)(1)(A) and before
commencement of such distributions, and

‘‘(ii) the participant may make only 1 such
election.’’.

(b) COST-OF-LIVING ADJUSTMENT OF MAXI-
MUM DEFERRAL AMOUNT.—Subsection (e) of
section 457, as amended by section 1444(b)(2)
(relating to governmental plans), is amended
by adding at the end the following new para-
graph:

‘‘(15) COST-OF-LIVING ADJUSTMENT OF MAXI-
MUM DEFERRAL AMOUNT.—The Secretary shall
adjust the $7,500 amount specified in sub-
sections (b)(2) and (c)(1) at the same time
and in the same manner as under section
415(d), except that the base period shall be
the calendar quarter ending September 30,
1994, and any increase under this paragraph
which is not a multiple of $500 shall be
rounded to the next lowest multiple of
$500.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1996.
SEC. 1448. TRUST REQUIREMENT FOR DEFERRED

COMPENSATION PLANS OF STATE
AND LOCAL GOVERNMENTS.

(a) IN GENERAL.—Section 457 is amended by
adding at the end the following new sub-
section:

‘‘(g) GOVERNMENTAL PLANS MUST MAINTAIN
SET-ASIDES FOR EXCLUSIVE BENEFIT OF PAR-
TICIPANTS.—

‘‘(1) IN GENERAL.—A plan maintained by an
eligible employer described in subsection
(e)(1)(A) shall not be treated as an eligible
deferred compensation plan unless all assets
and income of the plan described in sub-
section (b)(6) are held in trust for the exclu-
sive benefit of participants and their bene-
ficiaries.

‘‘(2) TAXABILITY OF TRUSTS AND PARTICI-
PANTS.—For purposes of this title—

‘‘(A) a trust described in paragraph (1)
shall be treated as an organization exempt
from taxation under section 501(a), and

‘‘(B) notwithstanding any other provision
of this title, amounts in the trust shall be in-
cludible in the gross income of participants
and beneficiaries only to the extent, and at
the time, provided in this section.

‘‘(3) CUSTODIAL ACCOUNTS AND CONTRACTS.—
For purposes of this subsection, custodial ac-
counts and contracts described in section
401(f) shall be treated as trusts under rules
similar to the rules under section 401(f).’’.

(b) CONFORMING AMENDMENT.—Paragraph
(6) of section 457(b) is amended by inserting
‘‘except as provided in subsection (g),’’ be-
fore ‘‘which provides that’’.

(c) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to assets and income de-
scribed in section 457(b)(6) of the Internal
Revenue Code of 1986 held by a plan on and
after the date of the enactment of this Act.

(2) TRANSITION RULE.—In the case of a plan
in existence on the date of the enactment of
this Act, a trust need not be established by
reason of the amendments made by this sec-
tion before January 1, 1999.
SEC. 1449. TRANSITION RULE FOR COMPUTING

MAXIMUM BENEFITS UNDER SEC-
TION 415 LIMITATIONS.

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 767(d)(3) of the Uruguay Round Agree-
ments Act is amended to read as follows:

‘‘(A) EXCEPTION.—A plan that was adopted
and in effect before December 8, 1994, shall
not be required to apply the amendments
made by subsection (b) with respect to bene-
fits accrued before the earlier of—

‘‘(i) the later of the date a plan amendment
applying the amendments made by sub-
section (b) is adopted or made effective, or

‘‘(ii) the first day of the first limitation
year beginning after December 31, 1999.

Determinations under section 415(b)(2)(E) of
the Internal Revenue Code of 1986 before
such earlier date shall be made with respect
to such benefits on the basis of such section
as in effect on December 7, 1994 (except that
the modification made by section 1449(b) of
the Small Business Job Protection Act of
1996 shall be taken into account), and the
provisions of the plan as in effect on Decem-
ber 7, 1994, but only if such provisions of the
plan meet the requirements of such section
(as so in effect).’’.

(b) MODIFICATION OF CERTAIN ASSUMPTIONS
FOR ADJUSTING BENEFITS OF DEFINED BENEFIT
PLANS FOR EARLY RETIREES.—Subparagraph
(E) of section 415(b)(2) (relating to limitation
on certain assumptions) is amended—

(1) by striking ‘‘Except as provided in
clause (ii), for purposes of adjusting any ben-
efit or limitation under subparagraph (B) or
(C),’’ in clause (i) and inserting ‘‘For pur-
poses of adjusting any limitation under sub-
paragraph (C) and, except as provided in
clause (ii), for purposes of adjusting any ben-
efit under subparagraph (B),’’, and

(2) by striking ‘‘For purposes of adjusting
the benefit or limitation of any form of bene-
fit subject to section 417(e)(3),’’ in clause (ii)
and inserting ‘‘For purposes of adjusting any
benefit under subparagraph (B) for any form
of benefit subject to section 417(e)(3),’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect as if
included in the provisions of section 767 of
the Uruguay Round Agreements Act.

(d) TRANSITIONAL RULE.—In the case of a
plan that was adopted and in effect before
December 8, 1994, if—

(1) a plan amendment was adopted or made
effective on or before the date of the enact-
ment of this Act applying the amendments
made by section 767 of the Uruguay Round
Agreements Act, and

(2) within 1 year after the date of the en-
actment of this Act, a plan amendment is
adopted which repeals the amendment re-
ferred to in paragraph (1),

the amendment referred to in paragraph (1)
shall not be taken into account in applying
section 767(d)(3)(A) of the Uruguay Round
Agreements Act, as amended by subsection
(a).
SEC. 1450. MODIFICATIONS OF SECTION 403(b).

(a) MULTIPLE SALARY REDUCTION AGREE-
MENTS PERMITTED.—

(1) GENERAL RULE.—For purposes of section
403(b) of the Internal Revenue Code of 1986,
the frequency that an employee is permitted
to enter into a salary reduction agreement,
the salary to which such an agreement may
apply, and the ability to revoke such an
agreement shall be determined under the
rules applicable to cash or deferred elections
under section 401(k) of such Code.

(2) CONSTRUCTIVE RECEIPT.—Section
402(e)(3) is amended by inserting ‘‘or which is
part of a salary reduction agreement under
section 403(b)’’ after ‘‘section 401(k)(2))’’.

(3) EFFECTIVE DATE.—This subsection shall
apply to taxable years beginning after De-
cember 31, 1995.

(b) TREATMENT OF INDIAN TRIBAL GOVERN-
MENTS.—

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 403(b)(1) (relating to taxability of bene-
ficiary under annuity purchased by section
501(c)(3) organization or public school) is
amended by striking ‘‘or’’ at the end of
clause (i), by inserting ‘‘or’’ at the end of
clause (ii), and by adding at the end the fol-
lowing new clause:

‘‘(iii) for an employee by an employer
which is an Indian tribal government (as de-
fined in section 7701(a)(40)), a subdivision of
an Indian tribal government (determined in
accordance with section 7871(d)), an agency
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or instrumentality of an Indian tribal gov-
ernment or subdivision thereof, or a corpora-
tion chartered under Federal, State, or tribal
law which is owned in whole or part by any
of the foregoing,’’.

(2) CONFORMING AMENDMENT.—The heading
for section 403(b) is amended by striking ‘‘OR
PUBLIC SCHOOL’’ and inserting ‘‘, PUBLIC
SCHOOL, OR INDIAN TRIBE’’.

(3) EFFECTIVE DATES.—
(A) IN GENERAL.—The amendments made

by this section shall apply to plan years be-
ginning after December 31, 1996.

(B) TRANSITION RULES.—
(i) IN GENERAL.—In the case of any con-

tract purchased in a plan year beginning be-
fore January 1, 1997, section 403(b) of the In-
ternal Revenue Code of 1986 shall be applied
as if any reference to an employer described
in section 501(c)(3) of the Internal Revenue
Code of 1986 which is exempt from tax under
section 501 of such Code included a reference
to an employer which is an Indian tribal gov-
ernment (as defined by section 7701(a)(40) of
such Code), a subdivision of an Indian tribal
government (determined in accordance with
section 7871(d) of such Code), an agency or
instrumentality of an Indian tribal govern-
ment or subdivision thereof, or a corporation
chartered under Federal, State, or tribal law
which is owned in whole or in part by any of
the foregoing.

(ii) ROLLOVERS.—Solely for purposes of ap-
plying section 403(b)(8) of such Code to a con-
tract to which clause (i) applies, a qualified
cash or deferred arrangement under section
401(k) of such Code shall be treated as if it
were a plan or contract described in clause
(ii) of section 403(b)(8)(A) of such Code.

(c) ELECTIVE DEFERRALS.—
(1) IN GENERAL.—Subparagraph (E) of sec-

tion 403(b)(1) is amended to read as follows:
‘‘(E) in the case of a contract purchased

under a salary reduction agreement, the con-
tract meets the requirements of section
401(a)(30),’’.

(2) EFFECTIVE DATE.—The amendment
made by this subsection shall apply to years
beginning after December 31, 1995, except a
contract shall not be required to meet any
change in any requirement by reason of such
amendment before the 90th day after the
date of the enactment of this Act.
SEC. 1451. WAIVER OF MINIMUM PERIOD FOR

JOINT AND SURVIVOR ANNUITY EX-
PLANATION BEFORE ANNUITY
STARTING DATE.

(a) GENERAL RULE.—For purposes of sec-
tion 417(a)(3)(A) of the Internal Revenue
Code of 1986 (relating to plan to provide writ-
ten explanations), the minimum period pre-
scribed by the Secretary of the Treasury be-
tween the date that the explanation referred
to in such section is provided and the annu-
ity starting date shall not apply if waived by
the participant and, if applicable, the par-
ticipant’s spouse.

(b) EFFECTIVE DATE.—Subsection (a) shall
apply to plan years beginning after Decem-
ber 31, 1996.
SEC. 1452. REPEAL OF LIMITATION IN CASE OF

DEFINED BENEFIT PLAN AND DE-
FINED CONTRIBUTION PLAN FOR
SAME EMPLOYEE; EXCESS DISTRIBU-
TIONS.

(a) IN GENERAL.—Section 415(e) is repealed.
(b) EXCESS DISTRIBUTIONS.—Section 4980A

is amended by adding at the end the follow-
ing new subsection:

‘‘(g) LIMITATION ON APPLICATION.—This sec-
tion shall not apply to distributions during
years beginning after December 31, 1996, and
before January 1, 2000, and such distributions
shall be treated as made first from amounts
not described in subsection (f).’’.

(c) CONFORMING AMENDMENTS.—
(1) Paragraph (1) of section 415(a) is amend-

ed—

(A) by adding ‘‘or’’ at the end of subpara-
graph (A),

(B) by striking ‘‘, or’’ at the end of sub-
paragraph (B) and inserting a period, and

(C) by striking subparagraph (C).
(2) Subparagraph (B) of section 415(b)(5) is

amended by striking ‘‘and subsection (e)’’.
(3) Paragraph (1) of section 415(f) is amend-

ed by striking ‘‘subsections (b), (c), and (e)’’
and inserting ‘‘subsections (b) and (c)’’.

(4) Subsection (g) of section 415 is amended
by striking ‘‘subsections (e) and (f)’’ in the
last sentence and inserting ‘‘subsection (f)’’.

(5) Clause (i) of section 415(k)(2)(A) is
amended to read as follows:

‘‘(i) any contribution made directly by an
employee under such an arrangement shall
not be treated as an annual addition for pur-
poses of subsection (c), and’’.

(6) Clause (ii) of section 415(k)(2)(A) is
amended by striking ‘‘subsections (c) and
(e)’’ and inserting ‘‘subsection (c)’’.

(7) Section 416 is amended by striking sub-
section (h).

(d) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to limitation years begin-
ning after December 31, 1999.

(2) EXCESS DISTRIBUTIONS.—The amend-
ment made by subsection (b) shall apply to
years beginning after December 31, 1996.
SEC. 1453. TAX ON PROHIBITED TRANSACTIONS.

(a) IN GENERAL.—Section 4975(a) is amend-
ed by striking ‘‘5 percent’’ and inserting ‘‘10
percent’’.

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to prohib-
ited transactions occurring after the date of
the enactment of this Act.
SEC. 1454. TREATMENT OF LEASED EMPLOYEES.

(a) GENERAL RULE.—Subparagraph (C) of
section 414(n)(2) (defining leased employee) is
amended to read as follows:

‘‘(C) such services are performed under pri-
mary direction or control by the recipient.’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to years
beginning after December 31, 1996, but shall
not apply to any relationship determined
under an Internal Revenue Service ruling is-
sued before the date of the enactment of this
Act pursuant to section 414(n)(2)(C) of the In-
ternal Revenue Code of 1986 (as in effect on
the day before such date) not to involve a
leased employee.
SEC. 1455. UNIFORM PENALTY PROVISIONS TO

APPLY TO CERTAIN PENSION RE-
PORTING REQUIREMENTS.

(a) PENALTIES.—
(1) STATEMENTS.—Paragraph (1) of section

6724(d) is amended by striking ‘‘and’’ at the
end of subparagraph (A), by striking the pe-
riod at the end of subparagraph (B) and in-
serting ‘‘, and’’, and by inserting after sub-
paragraph (B) the following new subpara-
graph:

‘‘(C) any statement of the amount of pay-
ments to another person required to be made
to the Secretary under—

‘‘(i) section 408(i) (relating to reports with
respect to individual retirement accounts or
annuities), or

‘‘(ii) section 6047(d) (relating to reports by
employers, plan administrators, etc.).’’.

(2) REPORTS.—Paragraph (2) of section
6724(d) is amended by striking ‘‘or’’ at the
end of subparagraph (S), by striking the pe-
riod at the end of subparagraph (T) and in-
serting a comma, and by inserting after sub-
paragraph (T) the following new subpara-
graphs:

‘‘(U) section 408(i) (relating to reports with
respect to individual retirement plans) to
any person other than the Secretary with re-
spect to the amount of payments made to
such person, or

‘‘(V) section 6047(d) (relating to reports by
plan administrators) to any person other
than the Secretary with respect to the
amount of payments made to such person.’’.

(b) MODIFICATION OF REPORTABLE DES-
IGNATED DISTRIBUTIONS.—

(1) SECTION 408.—Subsection (i) of section
408 (relating to individual retirement ac-
count reports) is amended by inserting ‘‘ag-
gregating $10 or more in any calendar year’’
after ‘‘distributions’’.

(2) SECTION 6047.—Paragraph (1) of section
6047(d) (relating to reports by employers,
plan administrators, etc.) is amended by add-
ing at the end the following new sentence:
‘‘No return or report may be required under
the preceding sentence with respect to dis-
tributions to any person during any year un-
less such distributions aggregate $10 or
more.’’.

(c) QUALIFYING ROLLOVER DISTRIBUTIONS.—
Section 6652(i) is amended—

(1) by striking ‘‘the $10’’ and inserting
‘‘$100’’, and

(2) by striking ‘‘$5,000’’ and inserting
‘‘$50,000’’.

(d) CONFORMING AMENDMENTS.—
(1) Paragraph (1) of section 6047(f) is

amended to read as follows:
‘‘(1) For provisions relating to penalties for

failures to file returns and reports required
under this section, see sections 6652(e), 6721,
and 6722.’’.

(2) Subsection (e) of section 6652 is amend-
ed by adding at the end the following new
sentence: ‘‘This subsection shall not apply to
any return or statement which is an infor-
mation return described in section
6724(d)(1)(C)(ii) or a payee statement de-
scribed in section 6724(d)(2)(V).’’.

(3) Subsection (a) of section 6693 is amend-
ed by adding at the end the following new
sentence: ‘‘This subsection shall not apply to
any report which is an information return
described in section 6724(d)(1)(C)(i) or a payee
statement described in section
6724(d)(2)(U).’’.

(e) EFFECTIVE DATE.—The amendments
made by this section shall apply to returns,
reports, and other statements the due date
for which (determined without regard to ex-
tensions) is after December 31, 1996.
SEC. 1456. RETIREMENT BENEFITS OF MINISTERS

NOT SUBJECT TO TAX ON NET EARN-
INGS FROM SELF-EMPLOYMENT.

(a) IN GENERAL.—Section 1402(a)(8) (defin-
ing net earning from self-employment) is
amended by inserting ‘‘, but shall not in-
clude in such net earnings from self-employ-
ment the rental value of any parsonage or
any parsonage allowance (whether or not ex-
cludable under section 107) provided after the
individual retires, or any other retirement
benefit received by such individual from a
church plan (as defined in section 414(e))
after the individual retires’’ before the semi-
colon at the end.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to years be-
ginning before, on, or after December 31,
1994.
SEC. 1457. MODEL FORMS FOR SPOUSAL CON-

SENT AND QUALIFIED DOMESTIC RE-
LATIONS FORMS.

(a) DEVELOPMENT OF FORMS.—Not later
than January 1, 1997, the Secretary of the
Treasury shall develop—

(1) a model form for the spousal consent re-
quired under section 417(a)(2) of the Internal
Revenue Code of 1986 and section 205(c)(2) of
the Employee Retirement Income Security
Act of 1974 which—

(A) is written in a manner calculated to be
understood by the average person, and

(B) discloses in plain form—
(i) whether the waiver to which the spouse

consents is irrevocable, and
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(ii) whether such waiver may be revoked

by a qualified domestic relations order, and
(2) a model form for a qualified domestic

relations order described in section
414(p)(1)(A) of such Code and section
206(d)(3)(B)(i) of such Act which—

(A) meets the requirements contained in
such sections, and

(B) the provisions of which focus attention
on the need to consider the treatment of any
lump sum payment, qualified joint and survi-
vor annuity, or qualified preretirement sur-
vivor annuity.

(b) PUBLICITY.—The Secretary of the Treas-
ury shall include publicity for the model
forms developed under subsection (a) in the
pension outreach efforts undertaken by the
Secretary.
SEC. 1458. TREATMENT OF LENGTH OF SERVICE

AWARDS TO VOLUNTEERS PER-
FORMING FIRE FIGHTING OR PRE-
VENTION SERVICES, EMERGENCY
MEDICAL SERVICES, OR AMBU-
LANCE SERVICES.

(a) IN GENERAL.—Paragraph (11) of section
457(e) (relating to deferred compensation
plans of State and local governments and
tax-exempt organizations) is amended to
read as follows:

‘‘(11) CERTAIN PLANS EXCLUDED.—
‘‘(A) IN GENERAL.—The following plans

shall be treated as not providing for the de-
ferral of compensation:

‘‘(i) Any bona fide vacation leave, sick
leave, compensatory time, severance pay,
disability pay, or death benefit plan.

‘‘(ii) Any plan paying solely length of serv-
ice awards to bona fide volunteers (or their
beneficiaries) on account of qualified serv-
ices performed by such volunteers.

‘‘(B) SPECIAL RULES APPLICABLE TO LENGTH
OF SERVICE AWARD PLANS.—

‘‘(i) BONA FIDE VOLUNTEER.—An individual
shall be treated as a bona fide volunteer for
purposes of subparagraph (A)(ii) if the only
compensation received by such individual for
performing qualified services is in the form
of—

‘‘(I) reimbursement for (or a reasonable al-
lowance for) reasonable expenses incurred in
the performance of such services, or

‘‘(II) reasonable benefits (including length
of service awards), and nominal fees for such
services, customarily paid by eligible em-
ployers in connection with the performance
of such services by volunteers.

‘‘(ii) LIMITATION ON ACCRUALS.—A plan
shall not be treated as described in subpara-
graph (A)(ii) if the aggregate amount of
length of service awards accruing with re-
spect to any year of service for any bona fide
volunteer exceeds $3,000.

‘‘(C) QUALIFIED SERVICES.—For purposes of
this paragraph, the term ‘qualified services’
means fire fighting and prevention services,
emergency medical services, and ambulance
services.’’

(b) EXEMPTION FROM SOCIAL SECURITY
TAXES.—

(1) Subsection (a)(5) of section 3121, as
amended by section 1421, is amended by
striking ‘‘(or)’’ at the end of subparagraph
(G), by inserting ‘‘or’’ at the end of subpara-
graph (H), and by adding at the end the fol-
lowing new subparagraph:

‘‘(I) under a plan described in section
457(e)(11)(A)(ii) and maintained by an eligible
employer (as defined in section 457(e)(1)).’’.

(2) Section 209(a)(4) of the Social Security
Act is amended by inserting ‘‘; or (K) under
a plan described in section 457(e)(11)(A)(ii) of
the Internal Revenue Code of 1986 and main-
tained by an eligible employer (as defined in
section 457(e)(1) of such Code)’’ before the
semicolon at the end thereof.

(c) EFFECTIVE DATE.—
(1) SUBSECTION (a).—The amendment made

by subsection (a) shall apply to accruals of

length of service awards after December 31,
1996.

(2) SUBSECTION (b).—The amendments made
by subsection (b) shall apply to remunera-
tion paid after December 31, 1996.
SEC. 1459. DATE FOR ADOPTION OF PLAN AMEND-

MENTS.
If any amendment made by this subtitle

requires an amendment to any plan or annu-
ity contract, such amendment shall not be
required to be made before the first day of
the first plan year beginning on or after Jan-
uary 1, 1997, if—

(1) during the period after such amendment
takes effect and before such first plan year,
the plan or contract is operated in accord-
ance with the requirements of such amend-
ment, and

(2) such amendment applies retroactively
to such period.
In the case of a governmental plan (as de-
fined in section 414(d) of the Internal Reve-
nue Code of 1986), this section shall be ap-
plied by substituting ‘‘1999’’ for ‘‘1997’’.

Subtitle E—Revenue Offsets
PART I—GENERAL PROVISIONS

SEC. 1601. MODIFICATIONS OF PUERTO RICO AND
POSSESSION TAX CREDIT.

(a) IN GENERAL.—Section 936 is amended by
adding at the end the following new sub-
section:

‘‘(j) TERMINATION OF QPSII AND REDUCED
CREDIT; REDUCTION IN ECONOMIC ACTIVITY
CREDIT.—

‘‘(1) IN GENERAL.—Except as otherwise pro-
vided in this subsection, this section shall
not apply to any taxable year beginning
after December 31, 1995.

‘‘(2) SPECIAL RULES FOR ACTIVE BUSINESS IN-
COME CREDIT.—Except as provided in para-
graph (3)—

‘‘(A) ECONOMIC ACTIVITY CREDIT.—In the
case of an existing credit claimant—

‘‘(i) with respect to a possession other than
Puerto Rico, and

‘‘(ii) to which subsection (a)(4)(B) does not
apply,

the credit determined under subsection
(a)(1)(A) shall be allowed for taxable years
beginning after December 31, 1995, except
that in the case of taxable years beginning
after December 31, 2005, subsection
(a)(4)(A)(i) shall be applied by substituting
‘40 percent’ for ‘60 percent’.

‘‘(B) REDUCED CREDIT.—
‘‘(i) IN GENERAL.—In the case of an existing

credit claimant to which subsection (a)(4)(B)
applies, the credit determined under sub-
section (a)(1)(A) shall be allowed for taxable
years beginning after December 31, 1995, and
before January 1, 2006.

‘‘(ii) ELECTION IRREVOCABLE AFTER 1997.—An
election under subsection (a)(4)(B)(iii) which
is in effect for the taxpayer’s last taxable
year beginning before 1997 may not be re-
voked unless it is revoked for the taxpayer’s
first taxable year beginning in 1997 and all
subsequent taxable years.

‘‘(C) ECONOMIC ACTIVITY CREDIT FOR PUERTO
RICO.—

‘‘For economic activity credit for Puerto
Rico, see section 30A.

‘‘(3) ADDITIONAL RESTRICTION ON CREDIT.—
‘‘(A) IN GENERAL.—In the case of an exist-

ing credit claimant, the aggregate amount of
taxable income taken into account under
subsection (a)(1)(A) shall not exceed the ad-
justed base period income of such claimant—

‘‘(i) in the case of the credit described in
paragraph (2)(A), for any taxable year begin-
ning after December 31, 2001, and

‘‘(ii) in the case of the credit described in
paragraph (2)(B), for any taxable year begin-
ning after December 31, 1997.

‘‘(B) COORDINATION WITH SUBSECTION (a)(4).—
The amount of income described in sub-

section (a)(1)(A) which is taken into account
in applying subsection (a)(4) shall be such in-
come as reduced under this paragraph.

‘‘(4) ADJUSTED BASE PERIOD INCOME.—For
purposes of paragraph (3)—

‘‘(A) IN GENERAL.—The term ‘adjusted base
period income’ means the average of the in-
flation-adjusted possession incomes of the
corporation for each base period year.

‘‘(B) INFLATION-ADJUSTED POSSESSION IN-
COME.—For purposes of subparagraph (A), the
inflation-adjusted possession income of any
corporation for any base period year shall be
an amount equal to the sum of—

‘‘(i) the possession income of such corpora-
tion for such base period year, plus

‘‘(ii) such possession income multiplied by
the inflation adjustment percentage for such
base period year.

‘‘(C) INFLATION ADJUSTMENT PERCENTAGE.—
For purposes of subparagraph (B), the infla-
tion adjustment percentage for any base pe-
riod year means the percentage (if any) by
which—

‘‘(i) the CPI for 1995, exceeds
‘‘(ii) the CPI for the calendar year in which

the base period year for which the deter-
mination is being made ends.

For purposes of the preceding sentence, the
CPI for any calendar year is the CPI (as de-
fined in section 1(f)(5)) for such year under
section 1(f)(4).

‘‘(D) INCREASE IN INFLATION ADJUSTMENT
PERCENTAGE FOR GROWTH DURING BASE
YEARS.—The inflation adjustment percentage
(determined under subparagraph (C) without
regard to this subparagraph) for each of the
5 taxable years referred to in paragraph
(5)(A) shall be increased by—

‘‘(i) 5 percentage points in the case of a
taxable year ending during the 1-year period
ending on October 13, 1995;

‘‘(ii) 10.25 percentage points in the case of
a taxable year ending during the 1-year pe-
riod ending on October 13, 1994;

‘‘(iii) 15.76 percentage points in the case of
a taxable year ending during the 1-year pe-
riod ending on October 13, 1993;

‘‘(iv) 21.55 percentage points in the case of
a taxable year ending during the 1-year pe-
riod ending on October 13, 1992; and

‘‘(v) 27.63 percentage points in the case of a
taxable year ending during the 1-year period
ending on October 13, 1991.

‘‘(5) BASE PERIOD YEAR.—For purposes of
this subsection—

‘‘(A) IN GENERAL.—The term ‘base period
year’ means each of 3 taxable years which
are among the 5 most recent taxable years of
the corporation ending before October 14,
1995, determined by disregarding—

‘‘(i) one taxable year for which the cor-
poration had the largest inflation-adjusted
possession income, and

‘‘(ii) one taxable year for which the cor-
poration had the smallest inflation-adjusted
possession income.

‘‘(B) CORPORATIONS NOT HAVING SIGNIFICANT
POSSESSION INCOME THROUGHOUT 5-YEAR PE-
RIOD.—

‘‘(i) IN GENERAL.—If a corporation does not
have significant possession income for each
of the most recent 5 taxable years ending be-
fore October 14, 1995, then, in lieu of applying
subparagraph (A), the term ‘base period year’
means only those taxable years (of such 5
taxable years) for which the corporation has
significant possession income; except that, if
such corporation has significant possession
income for 4 of such 5 taxable years, the rule
of subparagraph (A)(ii) shall apply.

‘‘(ii) SPECIAL RULE.—If there is no year (of
such 5 taxable years) for which a corporation
has significant possession income—

‘‘(I) the term ‘base period year’ means the
first taxable year ending on or after October
14, 1995, but



CONGRESSIONAL RECORD — SENATES7384 July 8, 1996
‘‘(II) the amount of possession income for

such year which is taken into account under
paragraph (4) shall be the amount which
would be determined if such year were a
short taxable year ending on September 30,
1995.

‘‘(iii) SIGNIFICANT POSSESSION INCOME.—For
purposes of this subparagraph, the term ‘sig-
nificant possession income’ means possession
income which exceeds 2 percent of the pos-
session income of the taxpayer for the tax-
able year (of the period of 6 taxable years
ending with the first taxable year ending on
or after October 14, 1995) having the greatest
possession income.

‘‘(C) ELECTION TO USE ONE BASE PERIOD
YEAR.—

‘‘(i) IN GENERAL.—At the election of the
taxpayer, the term ‘base period year’
means—

‘‘(I) only the last taxable year of the cor-
poration ending in calendar year 1992, or

‘‘(II) a deemed taxable year which includes
the first ten months of calendar year 1995.

‘‘(ii) BASE PERIOD INCOME FOR 1995.—In de-
termining the adjusted base period income of
the corporation for the deemed taxable year
under clause (i)(II), the possession income
shall be annualized and shall be determined
without regard to any extraordinary item.

‘‘(iii) ELECTION.—An election under this
subparagraph by any possession corporation
may be made only for the corporation’s first
taxable year beginning after December 31,
1995, for which it is a possession corporation.
The rules of subclauses (II) and (III) of sub-
section (a)(4)(B)(iii) shall apply to the elec-
tion under this subparagraph.

‘‘(D) ACQUISITIONS AND DISPOSITIONS.—
Rules similar to the rules of subparagraphs
(A) and (B) of section 41(f)(3) shall apply for
purposes of this subsection.

‘‘(6) POSSESSION INCOME.—For purposes of
this subsection, the term ‘possession income’
means, with respect to any possession, the
income referred to in subsection (a)(1)(A) de-
termined with respect to that possession. In
no event shall possession income be treated
as being less than zero.

‘‘(7) SHORT YEARS.—If the current year or a
base period year is a short taxable year, the
application of this subsection shall be made
with such annualizations as the Secretary
shall prescribe.

‘‘(8) SPECIAL RULES FOR CERTAIN POSSES-
SIONS.—

‘‘(A) IN GENERAL.—In the case of an exist-
ing credit claimant with respect to an appli-
cable possession—

‘‘(i) this section (other than the preceding
paragraphs of this subsection) shall apply to
such claimant with respect to such applica-
ble possession for taxable years beginning
after December 31, 1995, and before January
1, 2006, and

‘‘(ii) this section (including the preceding
paragraphs of this subsection) shall apply to
such claimant with respect to such applica-
ble possession for taxable years beginning
after December 31, 2005.

‘‘(B) APPLICABLE POSSESSION.—For pur-
poses of this paragraph, the term ‘applicable
possession’ means Guam, American Samoa,
and the Commonwealth of the Northern Mar-
iana Islands.

‘‘(9) EXISTING CREDIT CLAIMANT.—For pur-
poses of this subsection—

‘‘(A) IN GENERAL.—The term ‘existing cred-
it claimant’ means a corporation—

‘‘(i) which was actively conducting a trade
or business in a possession on October 13,
1995, and

‘‘(ii) with respect to which an election
under this section is in effect for the cor-
poration’s taxable year which includes Octo-
ber 13, 1995.

‘‘(B) NEW LINES OF BUSINESS PROHIBITED.—
If, after October 13, 1995, a corporation which

would (but for this subparagraph) be an ex-
isting credit claimant adds a substantial new
line of business, such corporation shall cease
to be treated as an existing credit claimant
as of the close of the taxable year ending be-
fore the date of such addition.

‘‘(C) BINDING CONTRACT EXCEPTION.—If, on
October 13, 1995, and at all times thereafter,
there is in effect with respect to a corpora-
tion a binding contract for the acquisition of
assets to be used in, or for the sale of assets
to be produced from, a trade or business, the
corporation shall be treated for purposes of
this paragraph as actively conducting such
trade or business on October 13, 1995. The
preceding sentence shall not apply if such
trade or business is not actively conducted
before January 1, 1996.

‘‘(10) SEPARATE APPLICATION TO EACH POS-
SESSION.—For purposes of determining—

‘‘(A) whether a taxpayer is an existing
credit claimant, and

‘‘(B) the amount of the credit allowed
under this section,

this subsection (and so much of this section
as relates to this subsection) shall be applied
separately with respect to each possession.’’.

(b) ECONOMIC ACTIVITY CREDIT FOR PUERTO
RICO.—

(1) IN GENERAL.—Subpart B of part IV of
subchapter A of chapter 1 is amended by add-
ing at the end the following new section:
‘‘SEC. 30A. PUERTO RICAN ECONOMIC ACTIVITY

CREDIT.
‘‘(a) ALLOWANCE OF CREDIT.—
‘‘(1) IN GENERAL.—Except as otherwise pro-

vided in this section, if the conditions of
both paragraph (1) and paragraph (2) of sub-
section (b) are satisfied with respect to a
qualified domestic corporation, there shall
be allowed as a credit against the tax im-
posed by this chapter an amount equal to the
portion of the tax which is attributable to
the taxable income, from sources without
the United States, from—

‘‘(A) the active conduct of a trade or busi-
ness within Puerto Rico, or

‘‘(B) the sale or exchange of substantially
all of the assets used by the taxpayer in the
active conduct of such trade or business.

In the case of any taxable year beginning
after December 31, 2001, the aggregate
amount of taxable income taken into ac-
count under the preceding sentence (and in
applying subsection (d)) shall not exceed the
adjusted base period income of such corpora-
tion, as determined in the same manner as
under section 936(j).

‘‘(2) QUALIFIED DOMESTIC CORPORATION.—
For purposes of paragraph (1), the term
‘qualified domestic corporation’ means a do-
mestic corporation—

‘‘(A) which is an existing credit claimant
with respect to Puerto Rico, and

‘‘(B) with respect to which section
936(a)(4)(B) does not apply for the taxable
year.

‘‘(3) SEPARATE APPLICATION.—For purposes
of determining—

‘‘(A) whether a taxpayer is an existing
credit claimant with respect to Puerto Rico,
and

‘‘(B) the amount of the credit allowed
under this section,

this section (and so much of section 936 as
relates to this section) shall be applied sepa-
rately with respect to Puerto Rico.

‘‘(b) CONDITIONS WHICH MUST BE SATIS-
FIED.—The conditions referred to in sub-
section (a) are—

‘‘(1) 3-YEAR PERIOD.—If 80 percent or more
of the gross income of the qualified domestic
corporation for the 3-year period imme-
diately preceding the close of the taxable
year (or for such part of such period imme-
diately preceding the close of such taxable
year as may be applicable) was derived from

sources within a possession of the United
States (determined without regard to section
904(f)).

‘‘(2) TRADE OR BUSINESS.—If 75 percent or
more of the gross income of the qualified do-
mestic corporation for such period or such
part thereof was derived from the active con-
duct of a trade or business within a posses-
sion of the United States.

‘‘(c) CREDIT NOT ALLOWED AGAINST CERTAIN
TAXES.—The credit provided by subsection
(a) shall not be allowed against the tax im-
posed by—

‘‘(1) section 59A (relating to environmental
tax),

‘‘(2) section 531 (relating to the tax on ac-
cumulated earnings),

‘‘(3) section 541 (relating to personal hold-
ing company tax), or

‘‘(4) section 1351 (relating to recoveries of
foreign expropriation losses).

‘‘(d) LIMITATIONS ON CREDIT.—The amount
of the credit determined under subsection (a)
for any taxable year shall not exceed the
sum of the following amounts:

‘‘(1) 60 percent (40 percent in the case of
taxable years beginning after December 31,
2005) of the sum of—

‘‘(A) the aggregate amount of the qualified
domestic corporation’s qualified possession
wages for such taxable year, plus

‘‘(B) the allocable employee fringe benefit
expenses of the qualified domestic corpora-
tion for such taxable year.

‘‘(2) The sum of—
‘‘(A) 15 percent of the depreciation allow-

ances for the taxable year with respect to
short-life qualified tangible property,

‘‘(B) 40 percent of the depreciation allow-
ances for the taxable year with respect to
medium-life qualified tangible property, and

‘‘(C) 65 percent of the depreciation allow-
ances for the taxable year with respect to
long-life qualified tangible property.

‘‘(3) If the qualified domestic corporation
does not have an election to use the method
described in section 936(h)(5)(C)(ii) (relating
to profit split) in effect for the taxable year,
the amount of the qualified possession in-
come taxes for the taxable year allocable to
nonsheltered income.

‘‘(e) ADMINISTRATIVE PROVISIONS.—For pur-
poses of this title (other than section 27)—

‘‘(1) the provisions of section 936 (including
any applicable election thereunder) shall
apply in the same manner as if the credit
under this section were a credit under sec-
tion 936(a)(1)(A) for a domestic corporation
to which section 936(a)(4)(A) applies,

‘‘(2) the credit under this section shall be
treated in the same manner as the credit
under section 936, and

‘‘(3) a corporation to which this section ap-
plies shall be treated in the same manner as
if it were a corporation electing the applica-
tion of section 936.

‘‘(f) DEFINITIONS.—For purposes of this sec-
tion, any term used in this section which is
also used in section 936 shall have the same
meaning given such term by section 936.

‘‘(g) APPLICATION OF SECTION.—This section
shall apply to taxable years beginning after
December 31, 1995.’’

(2) CONFORMING AMENDMENTS.—
(A) Paragraph (1) of section 55(c) is amend-

ed by striking ‘‘and the section 936 credit al-
lowable under section 27(b)’’ and inserting ‘‘,
the section 936 credit allowable under section
27(b), and the Puerto Rican economic activ-
ity credit under section 30A’’.

(B) Subclause (I) of section 56(g)(4)(C)(ii) is
amended—

(i) by inserting ‘‘30A,’’ before ‘‘936’’, and
(ii) by striking ‘‘and (i)’’ and inserting ‘‘,

(i), and (j)’’.
(C) Clause (iii) of section 56(g)(4)(C) is

amended by adding at the end the following
new subclause:
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‘‘(VI) APPLICATION TO SECTION 30A CORPORA-

TIONS.—References in this clause to section
936 shall be treated as including references to
section 30A.’’.

(D)(i) Subsection (b) of section 59 is amend-
ed by striking ‘‘section 936,’’ and all that fol-
lows and inserting ‘‘section 30A or 936, alter-
native minimum taxable income shall not
include any income with respect to which a
credit is determined under section 30A or
936.’’.

(ii) The heading for section 59(b) is amend-
ed by inserting ‘‘30A OR’’ before ‘‘936’’.

(E) The table of sections for subpart B of
part IV of subchapter A of chapter 1 is
amended by adding at the end the following
new item:
‘‘Sec. 30A. Puerto Rican economic activity

credit.’’.

(F)(i) The heading for subpart B of part IV
of subchapter A of chapter 1 is amended to
read as follows:

‘‘Subpart B—Other Credits’’.
(ii) The table of subparts for part IV of sub-

chapter A of chapter 1 is amended by strik-
ing the item relating to subpart B and in-
serting the following new item:
‘‘Subpart B. Other credits.’’.

(c) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to taxable years be-
ginning after December 31, 1995.

(2) SPECIAL RULE FOR QUALIFIED POSSESSION
SOURCE INVESTMENT INCOME.—The amend-
ments made by this section shall not apply
to qualified possession source investment in-
come received or accrued before July 1, 1996,
without regard to the taxable year in which
received or accrued.
SEC. 1602. REPEAL OF EXCLUSION FOR INTEREST

ON LOANS USED TO ACQUIRE EM-
PLOYER SECURITIES.

(a) IN GENERAL.—Section 133 (relating to
interest on certain loans used to acquire em-
ployer securities) is hereby repealed.

(b) CONFORMING AMENDMENTS.—
(1) Subparagraph (B) of section 291(e)(1) is

amended by striking clause (iv) and by redes-
ignating clause (v) as clause (iv).

(2) Section 812 is amended by striking sub-
section (g).

(3) Paragraph (5) of section 852(b) is amend-
ed by striking subparagraph (C).

(4) Paragraph (2) of section 4978(b) is
amended by striking subparagraph (A) and
all that follows and inserting the following:

‘‘(A) first from qualified securities to
which section 1042 applied acquired during
the 3-year period ending on the date of the
disposition, beginning with the securities
first so acquired, and

‘‘(B) then from any other employer securi-
ties.

If subsection (d) applies to a disposition, the
disposition shall be treated as made from
employer securities in the opposite order of
the preceding sentence.’’.

(5)(A) Section 4978B (relating to tax on dis-
position of employer securities to which sec-
tion 133 applied) is hereby repealed.

(B) The table of sections for chapter 43 is
amended by striking the item relating to
section 4978B.

(6) Subsection (e) of section 6047 is amend-
ed by striking paragraphs (1), (2), and (3) and
inserting the following new paragraphs:

‘‘(1) any employer maintaining, or the plan
administrator (within the meaning of section
414(g)) of, an employee stock ownership plan
which holds stock with respect to which sec-
tion 404(k) applies to dividends paid on such
stock, or

‘‘(2) both such employer or plan adminis-
trator,’’.

(7) Subsection (f) of section 7872 is amended
by striking paragraph (12).

(8) The table of sections for part III of sub-
chapter B of chapter 1 is amended by strik-
ing the item relating to section 133.

(c) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by

this section shall apply to loans made after
the date of the enactment of this Act.

(2) REFINANCINGS.—The amendments made
by this section shall not apply to loans made
after the date of the enactment of this Act
to refinance securities acquisition loans (de-
termined without regard to section
133(b)(1)(B) of the Internal Revenue Code of
1986, as in effect on the day before the date
of the enactment of this Act) made on or be-
fore such date or to refinance loans described
in this paragraph if—

(A) the refinancing loans meet the require-
ments of section 133 of such Code (as so in ef-
fect),

(B) immediately after the refinancing the
principal amount of the loan resulting from
the refinancing does not exceed the principal
amount of the refinanced loan (immediately
before the refinancing), and

(C) the term of such refinancing loan does
not extend beyond the last day of the term of
the original securities acquisition loan.

For purposes of this paragraph, the term ‘‘se-
curities acquisition loan’’ includes a loan
from a corporation to an employee stock
ownership plan described in section 133(b)(3)
of such Code (as so in effect).

(3) EXCEPTION.—Any loan made pursuant to
a binding written contract in effect before
June 10, 1996, and at all times thereafter be-
fore such loan is made, shall be treated for
purposes of paragraphs (1) and (2) as a loan
made on or before the date of the enactment
of this Act.
SEC. 1603. REPEAL OF EXCLUSION FOR PUNITIVE

DAMAGES.
(a) IN GENERAL.—Paragraph (2) of section

104(a) (relating to compensation for injuries
or sickness) is amended to read as follows:

‘‘(2) the amount of any damages (other
than punitive damages) received (whether by
suit or agreement and whether as lump sums
or as periodic payments) on account of per-
sonal injuries or sickness;’’.

(b) APPLICATION OF PRIOR LAW FOR STATES
IN WHICH ONLY PUNITIVE DAMAGES MAY BE
AWARDED IN WRONGFUL DEATH ACTIONS.—
Section 104 is amended by redesignating sub-
section (c) as subsection (d) and by inserting
after subsection (b) the following new sub-
section:

‘‘(c) APPLICATION OF PRIOR LAW IN CERTAIN
CASES.—Notwithstanding subsection (a)(2),
gross income shall not include punitive dam-
ages awarded in a civil action—

‘‘(1) which is a wrongful death action, and
‘‘(2) with respect to which applicable State

law (as in effect on September 13, 1995 and
without regard to any modification after
such date) provides, or has been construed to
provide by a court of competent jurisdiction
pursuant to a decision issued on or before
September 13, 1995, that only punitive dam-
ages may be awarded in such an action.
This subsection shall cease to apply to any
civil action filed on or after the first date on
which the applicable State law ceases to pro-
vide (or is no longer construed to provide)
the treatment described in paragraph (2).’’.

(c) CONFORMING AMENDMENT.—Section
104(a) is amended by striking the last sen-
tence.

(d) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in

paragraph (2), the amendments made by this
section shall apply to amounts received after
June 30, 1996, in taxable years ending after
such date.

(2) EXCEPTION.—The amendments made by
this section shall not apply to any amount
received under a written binding agreement,

court decree, or mediation award in effect on
(or issued on or before) September 13, 1995.
SEC. 1604. EXTENSION AND PHASEDOWN OF LUX-

URY PASSENGER AUTOMOBILE TAX.
(a) EXTENSION.—Subsection (f) of section

4001 is amended by striking ‘‘1999’’ and in-
serting ‘‘2002’’.

(b) PHASEDOWN.—Section 4001 is amended
by redesignating subsection (f) (as amended
by subsection (a) of this section) as sub-
section (g) and by inserting after subsection
(e) the following new subsection:

‘‘(f) PHASEDOWN.—For sales occurring after
June 30 in calendar year 1996, and in calendar
years after 1996 and before 2003, subsection
(a) shall be applied by substituting for ‘10
percent’ the percentage determined in ac-
cordance with the following table:
‘‘If the calendar year is: The percentage is:

1996 ................................. 9 percent
1997 ................................. 8 percent
1998 ................................. 7 percent
1999 ................................. 6 percent
2000 ................................. 5 percent
2001 ................................. 4 percent
2002 ................................. 3 percent.’’
(c) EFFECTIVE DATE.—The amendments

made by this section shall take effect on
July 1, 1996.
SEC. 1605. TERMINATION OF FUTURE TAX-EX-

EMPT BOND FINANCING FOR LOCAL
FURNISHERS OF ELECTRICITY AND
GAS.

Section 142(f) (relating to local furnishing
of electric energy or gas) is amended by add-
ing at the end the following new paragraphs:

‘‘(3) TERMINATION OF FUTURE FINANCING.—
For purposes of this section, no bond may be
issued as part of an issue described in sub-
section (a)(8) with respect to a facility for
the local furnishing of electric energy or gas
on or after the date of the enactment of this
paragraph unless—

‘‘(A) the facility will—
‘‘(i) be used by a person who is engaged in

the local furnishing of that energy source on
such date, and

‘‘(ii) be used to provide service within the
area served by such person on such date, or

‘‘(B) the facility will be used by a successor
in interest to such person for the same use
and within the same service area as de-
scribed in subparagraph (A).

‘‘(4) ELECTION TO TERMINATE TAX-EXEMPT
BOND FINANCING BY CERTAIN FURNISHERS.—

‘‘(A) IN GENERAL.—In the case of a facility
financed with bonds issued before the date of
the enactment of this paragraph which
would cease to be tax-exempt by reason of
the failure to meet the local furnishing re-
quirement of subsection (a)(8) as a result of
a service area expansion, such bonds shall
not cease to be tax-exempt bonds (and sec-
tion 150(b)(4) shall not apply) if the person
engaged in such local furnishing by such fa-
cility makes an election described in sub-
paragraph (B).

‘‘(B) ELECTION.—An election is described in
this subparagraph if it is an election made in
such manner as the Secretary prescribes, and
such person (or its predecessor in interest)
agrees that—

‘‘(i) such election is made with respect to
all facilities for the local furnishing of elec-
tric energy or gas, or both, by such person,

‘‘(ii) no bond exempt from tax under sec-
tion 103 and described in subsection (a)(8)
may be issued on or after the date of the en-
actment of this paragraph with respect to all
such facilities of such person,

‘‘(iii) any expansion of the service area—
‘‘(I) is not financed with the proceeds of

any exempt facility bond described in sub-
section (a)(8), and

‘‘(II) is not treated as a nonqualifying use
under the rules of paragraph (2), and

‘‘(iv) all outstanding bonds used to finance
the facilities for such person are redeemed
not later than 6 months after the later of—
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‘‘(I) the earliest date on which such bonds

may be redeemed, or
‘‘(II) the date of the election.
‘‘(C) RELATED PERSONS.—For purposes of

this paragraph, the term ‘person’ includes a
group of related persons (within the meaning
of section 144(a)(3)) which includes such per-
son.’’
SEC. 1606. REPEAL OF FINANCIAL INSTITUTION

TRANSITION RULE TO INTEREST AL-
LOCATION RULES.

(a) IN GENERAL.—Paragraph (5) of section
1215(c) of the Tax Reform Act of 1986 (Public
Law 99–514, 100 Stat. 2548) is hereby repealed.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1995.
SEC. 1607. EXTENSION OF AIRPORT AND AIRWAY

TRUST FUND EXCISE TAXES.
(a) FUEL TAX.—
(1) Subparagraph (A) of section 4091(b)(3) is

amended to read as follows:
‘‘(A) The rate of tax specified in paragraph

(1) shall be 4.3 cents per gallon—
‘‘(i) after December 31, 1995, and before the

date which is 7 days after the date of the en-
actment of the Small Business Job Protec-
tion Act of 1996, and

‘‘(ii) after December 31, 1996.’’
(2) Section 4081(d) is amended—
(A) by adding at the end the following new

paragraph:
‘‘(3) AVIATION GASOLINE.—After December

31, 1996, the rate of tax specified in sub-
section (a)(2)(A)(i) on aviation gasoline shall
be 4.3 cents per gallon.’’, and

(B) by inserting ‘‘(other than the tax on
aviation gasoline)’’ after ‘‘subsection
(a)(2)(A)’’.

(3) Section 4041(c)(5) is amended by insert-
ing ‘‘, and during the period beginning on the
date which is 7 days after the date of the en-
actment of the Small Business Job Protec-
tion Act of 1996 and ending on December 31,
1996’’ after ‘‘December 31, 1995’’.

(b) TICKET TAXES.—Sections 4261(g) and
4271(d) are each amended by striking ‘‘Janu-
ary 1, 1996’’ and inserting ‘‘January 1, 1996,
and to transportation beginning on or after
the date which is 7 days after the date of the
enactment of the Small Business Job Protec-
tion Act of 1996 and before January 1, 1997’’.

(c) TRANSFERS TO AIRPORT AND AIRWAY
TRUST FUND.—

(1) Subsection (b) of section 9502 is amend-
ed by striking ‘‘January 1, 1996’’ each place it
appears and inserting ‘‘January 1, 1997’’.

(2) Paragraph (3) of section 9502(f) is
amended to read as follows:

‘‘(3) TERMINATION.—Notwithstanding the
preceding provisions of this subsection, the
Airport and Airway Trust Fund financing
rate shall be zero with respect to—

‘‘(A) taxes imposed after December 31, 1995,
and before the date which is 7 days after the
date of the enactment of the Small Business
Job Protection Act of 1996, and

‘‘(B) taxes imposed after December 31,
1996.’’

(3) Subsection (d) of section 9502 is amend-
ed by adding at the end the following new
paragraph:

‘‘(5) TRANSFERS FROM AIRPORT AND AIRWAY
TRUST FUND ON ACCOUNT OF REFUNDS OF TAXES
ON TRANSPORTATION BY AIR.—The Secretary
of the Treasury shall pay from time to time
from the Airport and Airway Trust Fund
into the general fund of the Treasury
amounts equivalent to the amounts paid
after December 31, 1995, under section 6402
(relating to authority to make credits or re-
funds) or section 6415 (relating to credits or
refunds to persons who collected certain
taxes) in respect of taxes under sections 4261
and 4271.’’

(d) EXCISE TAX EXEMPTION FOR CERTAIN
EMERGENCY MEDICAL TRANSPORTATION BY AIR
AMBULANCE.—Subsection (f) of section 4261

(relating to imposition of tax on transpor-
tation by air) is amended to read as follows:

‘‘(f) EXEMPTION FOR AIR AMBULANCES PRO-
VIDING CERTAIN EMERGENCY MEDICAL TRANS-
PORTATION.—No tax shall be imposed under
this section or section 4271 on any air trans-
portation for the purpose of providing emer-
gency medical services—

‘‘(1) by helicopter, or
‘‘(2) by a fixed-wing aircraft equipped for

and exclusively dedicated to acute care
emergency medical services.’’

(e) EXEMPTION FOR CERTAIN HELICOPTER
USES.—Subsection (e) of section 4261 is
amended by adding at the end the following
new sentence: ‘‘In the case of helicopter
transportation described in paragraph (1),
this subsection shall be applied by treating
each flight segment as a distinct flight.’’

(f) FLOOR STOCKS TAXES ON AVIATION
FUEL.—

(1) IMPOSITION OF TAX.—In the case of avia-
tion fuel on which tax was imposed under
section 4091 of the Internal Revenue Code of
1986 before the tax-increase date described in
paragraph (3)(A)(i) and which is held on such
date by any person, there is hereby imposed
a floor stocks tax of 17.5 cents per gallon.

(2) LIABILITY FOR TAX AND METHOD OF PAY-
MENT.—

(A) LIABILITY FOR TAX.—A person holding
aviation fuel on a tax-increase date to which
the tax imposed by paragraph (1) applies
shall be liable for such tax.

(B) METHOD OF PAYMENT.—The tax imposed
by paragraph (1) shall be paid in such man-
ner as the Secretary shall prescribe.

(C) TIME FOR PAYMENT.—The tax imposed
by paragraph (1) with respect to any tax-in-
crease date shall be paid on or before the
first day of the 7th month beginning after
such tax-increase date.

(3) DEFINITIONS.—For purposes of this sub-
section—

(A) TAX INCREASE DATE.—The term ‘‘tax-in-
crease date’’ means the date which is 7 days
after the date of the enactment of this Act.

(B) AVIATION FUEL.—The term ‘‘aviation
fuel’’ has the meaning given such term by
section 4093 of such Code.

(C) HELD BY A PERSON.—Aviation fuel shall
be considered as ‘‘held by a person’’ if title
thereto has passed to such person (whether
or not delivery to the person has been made).

(D) SECRETARY.—The term ‘‘Secretary’’
means the Secretary of the Treasury or his
delegate.

(4) EXCEPTION FOR EXEMPT USES.—The tax
imposed by paragraph (1) shall not apply to
aviation fuel held by any person on any tax-
increase date exclusively for any use for
which a credit or refund of the entire tax im-
posed by section 4091 of such Code is allow-
able for aviation fuel purchased on or after
such tax-increase date for such use.

(5) EXCEPTION FOR CERTAIN AMOUNTS OF
FUEL.—

(A) IN GENERAL.—No tax shall be imposed
by paragraph (1) on aviation fuel held on any
tax-increase date by any person if the aggre-
gate amount of aviation fuel held by such
person on such date does not exceed 2,000 gal-
lons. The preceding sentence shall apply only
if such person submits to the Secretary (at
the time and in the manner required by the
Secretary) such information as the Sec-
retary shall require for purposes of this para-
graph.

(B) EXEMPT FUEL.—For purposes of sub-
paragraph (A), there shall not be taken into
account fuel held by any person which is ex-
empt from the tax imposed by paragraph (1)
by reason of paragraph (4).

(C) CONTROLLED GROUPS.—For purposes of
this paragraph—

(i) CORPORATIONS.—
(I) IN GENERAL.—All persons treated as a

controlled group shall be treated as 1 person.

(II) CONTROLLED GROUP.—The term ‘‘con-
trolled group’’ has the meaning given to such
term by subsection (a) of section 1563 of such
Code; except that for such purposes the
phrase ‘‘more than 50 percent’’ shall be sub-
stituted for the phrase ‘‘at least 80 percent’’
each place it appears in such subsection.

(ii) NONINCORPORATED PERSONS UNDER COM-
MON CONTROL.—Under regulations prescribed
by the Secretary, principles similar to the
principles of clause (i) shall apply to a group
of persons under common control where 1 or
more of such persons is not a corporation.

(6) OTHER LAW APPLICABLE.—All provisions
of law, including penalties, applicable with
respect to the taxes imposed by section 4091
of such Code shall, insofar as applicable and
not inconsistent with the provisions of this
subsection, apply with respect to the floor
stock taxes imposed by paragraph (1) to the
same extent as if such taxes were imposed by
such section 4091.

(g) EFFECTIVE DATE.—The amendments
made by this section shall take effect 7 days
after the date of the enactment of this Act,
except that the amendment made by sub-
section (b) shall not apply to any amount
paid on or before such date.
SEC. 1608. BASIS ADJUSTMENT TO PROPERTY

HELD BY CORPORATION WHERE
STOCK IN CORPORATION IS RE-
PLACEMENT PROPERTY UNDER IN-
VOLUNTARY CONVERSION RULES.

(a) IN GENERAL.—Subsection (b) of section
1033 is amended to read as follows:

‘‘(b) BASIS OF PROPERTY ACQUIRED THROUGH
INVOLUNTARY CONVERSION.—

‘‘(1) CONVERSIONS DESCRIBED IN SUBSECTION
(a)(1).—If the property was acquired as the
result of a compulsory or involuntary con-
version described in subsection (a)(1), the
basis shall be the same as in the case of the
property so converted—

‘‘(A) decreased in the amount of any
money received by the taxpayer which was
not expended in accordance with the provi-
sions of law (applicable to the year in which
such conversion was made) determining the
taxable status of the gain or loss upon such
conversion, and

‘‘(B) increased in the amount of gain or de-
creased in the amount of loss to the taxpayer
recognized upon such conversion under the
law applicable to the year in which such con-
version was made.

‘‘(2) CONVERSIONS DESCRIBED IN SUBSECTION
(a)(2).—In the case of property purchased by
the taxpayer in a transaction described in
subsection (a)(2) which resulted in the non-
recognition of any part of the gain realized
as the result of a compulsory or involuntary
conversion, the basis shall be the cost of
such property decreased in the amount of the
gain not so recognized; and if the property
purchased consists of more than 1 piece of
property, the basis determined under this
sentence shall be allocated to the purchased
properties in proportion to their respective
costs.

‘‘(3) PROPERTY HELD BY CORPORATION THE
STOCK OF WHICH IS REPLACEMENT PROPERTY.—

‘‘(A) IN GENERAL.—If the basis of stock in a
corporation is decreased under paragraph (2),
an amount equal to such decrease shall also
be applied to reduce the basis of property
held by the corporation at the time the tax-
payer acquired control (as defined in sub-
section (a)(2)(E)) of such corporation.

‘‘(B) LIMITATION.—Subparagraph (A) shall
not apply to the extent that it would (but for
this subparagraph) require a reduction in the
aggregate adjusted bases of the property of
the corporation below the taxpayer’s ad-
justed basis of the stock in the corporation
(determined immediately after such basis is
decreased under paragraph (2)).

‘‘(C) ALLOCATION OF BASIS REDUCTION.—The
decrease required under subparagraph (A)
shall be allocated—
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‘‘(i) first to property which is similar or re-

lated in service or use to the converted prop-
erty,

‘‘(ii) second to depreciable property (as de-
fined in section 1017(b)(3)(B)) not described in
clause (i), and

‘‘(iii) then to other property.
‘‘(D) SPECIAL RULES.—
‘‘(i) REDUCTION NOT TO EXCEED ADJUSTED

BASIS OF PROPERTY.—No reduction in the
basis of any property under this paragraph
shall exceed the adjusted basis of such prop-
erty (determined without regard to such re-
duction).

‘‘(ii) ALLOCATION OF REDUCTION AMONG
PROPERTIES.—If more than 1 property is de-
scribed in a clause of subparagraph (C), the
reduction under this paragraph shall be allo-
cated among such property in proportion to
the adjusted bases of such property (as so de-
termined).’’

(b) EFFECTIVE DATE.—The amendment
made by this section shall apply to involun-
tary conversions occurring after the date of
the enactment of this Act.
SEC. 1609. EXTENSION OF WITHHOLDING TO CER-

TAIN GAMBLING WINNINGS.
(a) REPEAL OF EXEMPTION FOR BINGO AND

KENO.—Paragraph (5) of section 3402(q) is
amended to read as follows:

‘‘(5) EXEMPTION FOR SLOT MACHINES.—The
tax imposed under paragraph (1) shall not
apply to winnings from a slot machine.’’.

(b) THRESHOLD AMOUNT.—Paragraph (3) of
section 3402(q) is amended—

(1) by striking ‘‘(B) and (C)’’ in subpara-
graph (A) and inserting ‘‘(B), (C), and (D)’’,
and

(2) by adding at the end the following new
subparagraph:

‘‘(D) BINGO AND KENO.—Proceeds of more
than $5,000 from a wager placed in a bingo or
keno game.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
30th day after the date of the enactment of
this Act.
SEC. 1610. TREATMENT OF CERTAIN INSURANCE

CONTRACTS ON RETIRED LIVES.
(a) GENERAL RULE.—
(1) Paragraph (2) of section 817(d) (defining

variable contract) is amended by striking
‘‘or’’ at the end of subparagraph (A), by
striking ‘‘and’’ at the end of subparagraph
(B) and inserting ‘‘or’’, and by inserting after
subparagraph (B) the following new subpara-
graph:

‘‘(C) provides for funding of insurance on
retired lives as described in section 807(c)(6),
and’’.

(2) Paragraph (3) of section 817(d) is amend-
ed by striking ‘‘or’’ at the end of subpara-
graph (A), by striking the period at the end
of subparagraph (B) and inserting ‘‘, or’’, and
by inserting after subparagraph (B) the fol-
lowing new subparagraph:

‘‘(C) in the case of funds held under a con-
tract described in paragraph (2)(C), the
amounts paid in, or the amounts paid out,
reflect the investment return and the mar-
ket value of the segregated asset account.’’.

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1995.
SEC. 1611. TREATMENT OF CONTRIBUTIONS IN

AID OF CONSTRUCTION.
(a) TREATMENT OF CONTRIBUTIONS IN AID OF

CONSTRUCTION.—
(1) IN GENERAL.—Section 118 (relating to

contributions to the capital of a corporation)
is amended—

(A) by redesignating subsection (c) as sub-
section (e), and

(B) by inserting after subsection (b) the
following new subsections:

‘‘(c) SPECIAL RULES FOR WATER AND SEWER-
AGE DISPOSAL UTILITIES.—

‘‘(1) GENERAL RULE.—For purposes of this
section, the term ‘contribution to the capital
of the taxpayer’ includes any amount of
money or other property received from any
person (whether or not a shareholder) by a
regulated public utility which provides water
or sewerage disposal services if—

‘‘(A) such amount is a contribution in aid
of construction,

‘‘(B) in the case of contribution of property
other than water or sewerage disposal facili-
ties, such amount meets the requirements of
the expenditure rule of paragraph (2), and

‘‘(C) such amount (or any property ac-
quired or constructed with such amount) is
not included in the taxpayer’s rate base for
ratemaking purposes.

‘‘(2) EXPENDITURE RULE.—An amount meets
the requirements of this paragraph if—

‘‘(A) an amount equal to such amount is
expended for the acquisition or construction
of tangible property described in section
1231(b)—

‘‘(i) which is the property for which the
contribution was made or is of the same type
as such property, and

‘‘(ii) which is used predominantly in the
trade or business of furnishing water or sew-
erage disposal services,

‘‘(B) the expenditure referred to in sub-
paragraph (A) occurs before the end of the
second taxable year after the year in which
such amount was received, and

‘‘(C) accurate records are kept of the
amounts contributed and expenditures made,
the expenditures to which contributions are
allocated, and the year in which the con-
tributions and expenditures are received and
made.

‘‘(3) DEFINITIONS.—For purposes of this sub-
section—

‘‘(A) CONTRIBUTION IN AID OF CONSTRUC-
TION.—The term ‘contribution in aid of con-
struction’ shall be defined by regulations
prescribed by the Secretary, except that
such term shall not include amounts paid as
service charges for starting or stopping serv-
ices.

‘‘(B) PREDOMINANTLY.—The term ‘predomi-
nantly’ means 80 percent or more.

‘‘(C) REGULATED PUBLIC UTILITY.—The term
‘regulated public utility’ has the meaning
given such term by section 7701(a)(33), except
that such term shall not include any utility
which is not required to provide water or
sewerage disposal services to members of the
general public in its service area.

‘‘(4) DISALLOWANCE OF DEDUCTIONS AND
CREDITS; ADJUSTED BASIS.—Notwithstanding
any other provision of this subtitle, no de-
duction or credit shall be allowed for, or by
reason of, any expenditure which constitutes
a contribution in aid of construction to
which this subsection applies. The adjusted
basis of any property acquired with contribu-
tions in aid of construction to which this
subsection applies shall be zero.

‘‘(d) STATUTE OF LIMITATIONS.—If the tax-
payer for any taxable year treats an amount
as a contribution to the capital of the tax-
payer described in subsection (c), then—

‘‘(1) the statutory period for the assess-
ment of any deficiency attributable to any
part of such amount shall not expire before
the expiration of 3 years from the date the
Secretary is notified by the taxpayer (in
such manner as the Secretary may prescribe)
of—

‘‘(A) the amount of the expenditure re-
ferred to in subparagraph (A) of subsection
(c)(2),

‘‘(B) the taxpayer’s intention not to make
the expenditures referred to in such subpara-
graph, or

‘‘(C) a failure to make such expenditure
within the period described in subparagraph
(B) of subsection (c)(2), and

‘‘(2) such deficiency may be assessed before
the expiration of such 3-year period notwith-
standing the provisions of any other law or
rule of law which would otherwise prevent
such assessment.’’.

(2) CONFORMING AMENDMENT.—Section
118(b) is amended by inserting ‘‘except as
provided in subsection (c),’’ before ‘‘the
term’’.

(3) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to
amounts received after June 12, 1996.

(b) RECOVERY METHOD AND PERIOD FOR
WATER UTILITY PROPERTY.—

(1) REQUIREMENT TO USE STRAIGHT LINE
METHOD.—Section 168(b)(3) is amended by
adding at the end the following new subpara-
graph:

‘‘(F) Water utility property described in
subsection (e)(5).’’.

(2) 25-YEAR RECOVERY PERIOD.—The table
contained in section 168(c)(1) is amended by
inserting the following item after the item
relating to 20-year property:

‘‘Water utility property .................. 25
years’’.

(3) WATER UTILITY PROPERTY.—
(A) IN GENERAL.—Section 168(e) is amended

by adding at the end the following new para-
graph:

‘‘(5) WATER UTILITY PROPERTY.—The term
‘water utility property’ means property—

‘‘(A) which is an integral part of the gath-
ering, treatment, or commercial distribution
of water, and which, without regard to this
paragraph, would be 20-year property, and

‘‘(B) any municipal sewer.’’.
(B) CONFORMING AMENDMENTS.—Section 168

is amended—
(i) by striking subparagraph (F) of sub-

section (e)(3), and
(ii) by striking the item relating to sub-

paragraph (F) in the table in subsection
(g)(3).

(4) ALTERNATIVE SYSTEM.—Clause (iv) of
section 168(g)(2)(C) is amended by inserting
‘‘or water utility property’’ after ‘‘tunnel
bore’’.

(5) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to prop-
erty placed in service after June 12, 1996,
other than property placed in service pursu-
ant to a binding contract in effect before
June 10, 1996, and at all times thereafter be-
fore the property is placed in service.

PART II—FINANCIAL ASSET
SECURITIZATION INVESTMENTS

SEC. 1621. FINANCIAL ASSET SECURITIZATION IN-
VESTMENT TRUSTS.

(a) IN GENERAL.—Subchapter M of chapter
1 is amended by adding at the end the follow-
ing new part:

‘‘PART V—FINANCIAL ASSET
SECURITIZATION INVESTMENT TRUSTS

‘‘Sec. 860H. Taxation of a FASIT; other gen-
eral rules.

‘‘Sec. 860I. Gain recognition on contribu-
tions to and distributions from
a FASIT and in other cases.

‘‘Sec. 860J. Non-FASIT losses not to offset
certain FASIT inclusions.

‘‘Sec. 860K. Treatment of transfers of high-
yield interests to disqualified
holders.

‘‘Sec. 860L. Definitions and other special
rules.

‘‘SEC. 860H. TAXATION OF A FASIT; OTHER GEN-
ERAL RULES.

‘‘(a) TAXATION OF FASIT.—A FASIT as
such shall not be subject to taxation under
this subtitle (and shall not be treated as a
trust, partnership, corporation, or taxable
mortgage pool).

‘‘(b) TAXATION OF HOLDER OF OWNERSHIP IN-
TEREST.—In determining the taxable income
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of the holder of the ownership interest in a
FASIT—

‘‘(1) all assets, liabilities, and items of in-
come, gain, deduction, loss, and credit of a
FASIT shall be treated as assets, liabilities,
and such items (as the case may be) of such
holder,

‘‘(2) the constant yield method (including
the rules of section 1272(a)(6)) shall be ap-
plied under an accrual method of accounting
in determining all interest, acquisition dis-
count, original issue discount, and market
discount and all premium deductions or ad-
justments with respect to all debt instru-
ments of the FASIT,

‘‘(3) there shall not be taken into account
any item of income, gain, or deduction allo-
cable to a prohibited transaction, and

‘‘(4) interest accrued by the FASIT which
is exempt from tax imposed by this subtitle
shall, when taken into account by such hold-
er, be treated as ordinary income.

For purposes of this subtitle, securities
treated as held by such holder under para-
graph (1) shall be treated as held for invest-
ment.

‘‘(c) TREATMENT OF REGULAR INTERESTS.—
For purposes of this title—

‘‘(1) a regular interest in a FASIT, if not
otherwise a debt instrument, shall be treated
as a debt instrument,

‘‘(2) section 163(e)(5) shall not apply to such
an interest, and

‘‘(3) amounts includible in gross income
with respect to such an interest shall be de-
termined under an accrual method of ac-
counting.
‘‘SEC. 860I. GAIN RECOGNITION ON CONTRIBU-

TIONS TO AND DISTRIBUTIONS
FROM A FASIT AND IN OTHER
CASES.

‘‘(a) TREATMENT OF PROPERTY ACQUIRED BY
FASIT.—

‘‘(1) PROPERTY ACQUIRED FROM HOLDER OF
OWNERSHIP INTEREST OR RELATED PERSON.—If
property is sold or contributed to a FASIT
by the holder of the ownership interest in
such FASIT (or by a related person) gain (if
any) shall be recognized to such holder (or
person) in an amount equal to the excess (if
any) of such property’s value under sub-
section (d) on the date of such sale or con-
tribution over its adjusted basis on such
date.

‘‘(2) PROPERTY ACQUIRED OTHER THAN FROM
HOLDER OF OWNERSHIP INTEREST OR RELATED
PERSON.—Property which is acquired by a
FASIT other than in a transaction to which
paragraph (1) applies shall be treated—

‘‘(A) as having been acquired by the holder
of the ownership interest in the FASIT for
an amount equal to the FASIT’s adjusted
basis in such property as of the date such
property is acquired by the FASIT, and

‘‘(B) as having been sold by such holder to
the FASIT at its value under subsection (d)
on such date.

‘‘(b) GAIN RECOGNITION ON PROPERTY OUT-
SIDE FASIT WHICH SUPPORTS REGULAR IN-
TERESTS.—If property held by the holder of
the ownership interest in a FASIT (or by any
person related to such holder) supports any
regular interest in such FASIT—

‘‘(1) gain shall be recognized to such holder
in the same manner as if such holder had
sold such property at its value under sub-
section (d) on the earliest date such property
supports such an interest, and

‘‘(2) such property shall be treated as held
by such FASIT for purposes of this part.

‘‘(c) DEFERRAL OF GAIN RECOGNITION.—The
Secretary may prescribe regulations which—

‘‘(1) provide that gain otherwise recognized
under subsection (a) or (b) shall not be recog-
nized before the earliest date on which such
property supports any regular interest in
such FASIT or any indebtedness of the hold-

er of the ownership interest (or of any person
related to such holder), and

‘‘(2) provide such adjustments to the other
provisions of this part to the extent appro-
priate in the context of the treatment pro-
vided under paragraph (1).

‘‘(d) VALUATION.—For purposes of this sec-
tion—

‘‘(1) IN GENERAL.—The value of any prop-
erty under this subsection shall be—

‘‘(A) in the case of a debt instrument which
is not traded on an established securities
market, the sum of the present values of the
reasonably expected payments under such in-
strument determined (in the manner pro-
vided by regulations prescribed by the Sec-
retary)—

‘‘(i) as of the date of the event resulting in
the gain recognition under this section, and

‘‘(ii) by using a discount rate equal to 120
percent of the applicable Federal rate (as de-
fined in section 1274(d)), or such other dis-
count rate specified in such regulations,
compounded semiannually, and

‘‘(B) in the case of any other property, its
fair market value.

‘‘(2) SPECIAL RULE FOR REVOLVING LOAN AC-
COUNTS.—For purposes of paragraph (1)—

‘‘(A) each extension of credit (other than
the accrual of interest) on a revolving loan
account shall be treated as a separate debt
instrument, and

‘‘(B) payments on such extensions of credit
having substantially the same terms shall be
applied to such extensions beginning with
the earliest such extension.

‘‘(e) SPECIAL RULES.—
‘‘(1) NONRECOGNITION RULES NOT TO

APPLY.—Gain required to be recognized
under this section shall be recognized not-
withstanding any other provision of this sub-
title.

‘‘(2) BASIS ADJUSTMENTS.—The basis of any
property on which gain is recognized under
this section shall be increased by the amount
of gain so recognized.
‘‘SEC. 860J. NON-FASIT LOSSES NOT TO OFFSET

CERTAIN FASIT INCLUSIONS.
‘‘(a) IN GENERAL.—The taxable income of

the holder of the ownership interest or any
high-yield interest in a FASIT for any tax-
able year shall in no event be less than such
holder’s taxable income determined solely
with respect to such interests.

‘‘(b) COORDINATION WITH SECTION 172.—Any
increase in the taxable income of any holder
of the ownership interest or a high-yield in-
terest in a FASIT for any taxable year by
reason of subsection (a) shall be dis-
regarded—

‘‘(1) in determining under section 172 the
amount of any net operating loss for such
taxable year, and

‘‘(2) in determining taxable income for
such taxable year for purposes of the 2nd
sentence of section 172(b)(2).

‘‘(c) COORDINATION WITH MINIMUM TAX.—
For purposes of part VI of subchapter A of
this chapter—

‘‘(1) the reference in section 55(b)(2) to tax-
able income shall be treated as a reference to
taxable income determined without regard
to this section,

‘‘(2) the alternative minimum taxable in-
come of any holder of the ownership interest
or a high-yield interest in a FASIT for any
taxable year shall in no event be less than
such holder’s taxable income determined
solely with respect to such interests, and

‘‘(3) any increase in taxable income under
this section shall be disregarded for purposes
of computing the alternative tax net operat-
ing loss deduction.
‘‘SEC. 860K. TREATMENT OF TRANSFERS OF

HIGH-YIELD INTERESTS TO DIS-
QUALIFIED HOLDERS.

‘‘(a) GENERAL RULE.—In the case of any
high-yield interest which is held by a dis-
qualified holder—

‘‘(1) the gross income of such holder shall
not include any income (other than gain) at-
tributable to such interest, and

‘‘(2) amounts not includible in the gross in-
come of such holder by reason of paragraph
(1) shall be included (at the time otherwise
includible under paragraph (1)) in the gross
income of the most recent holder of such in-
terest which is not a disqualified holder.

‘‘(b) EXCEPTIONS.—Rules similar to the
rules of paragraphs (4) and (7) of section
860E(e) shall apply to the tax imposed by rea-
son of subsection (a).

‘‘(c) DISQUALIFIED HOLDER.—For purposes
of this section, the term ‘disqualified holder’
means any holder other than—

‘‘(1) an eligible corporation (as defined in
section 860L(a)(2)), or

‘‘(2) a FASIT.
‘‘(d) TREATMENT OF INTERESTS HELD BY SE-

CURITIES DEALERS.—
‘‘(1) IN GENERAL.—Subsection (a) shall not

apply to any high-yield interest held by a
disqualified holder if such holder is a dealer
in securities who acquired such interest ex-
clusively for sale to customers in the ordi-
nary course of business (and not for invest-
ment).

‘‘(2) CHANGE IN DEALER STATUS.—
‘‘(A) IN GENERAL.—In the case of a dealer in

securities which is not an eligible corpora-
tion (as defined in section 860L(a)(2)), if—

‘‘(i) such dealer ceases to be a dealer in se-
curities, or

‘‘(ii) such dealer commences holding the
high-yield interest for investment,
there is hereby imposed (in addition to other
taxes) an excise tax equal to the product of
the highest rate of tax specified in section
11(b)(1) and the income of such dealer attrib-
utable to such interest for periods after the
date of such cessation or commencement.

‘‘(B) HOLDING FOR 31 DAYS OR LESS.—For
purposes of subparagraph (A)(ii), a dealer
shall not be treated as holding an interest
for investment before the 32d day after the
date such dealer acquired such interest un-
less such interest is so held as part of a plan
to avoid the purposes of this paragraph.

‘‘(C) ADMINISTRATIVE PROVISIONS.—The de-
ficiency procedures of subtitle F shall apply
to the tax imposed by this paragraph.

‘‘(e) TREATMENT OF HIGH-YIELD INTERESTS
IN PASS-THRU ENTITIES.—

‘‘(1) IN GENERAL.—If a pass-thru entity (as
defined in section 860E(e)(6)) issues a debt or
equity interest—

‘‘(A) which is supported by any regular in-
terest in a FASIT, and

‘‘(B) which has an original yield to matu-
rity which is greater than each of—

‘‘(i) the sum determined under clauses (i)
and (ii) of section 163(i)(1)(B) with respect to
such debt or equity interest, and

‘‘(ii) the yield to maturity to such entity
on such regular interest (determined as of
the date such entity acquired such interest),

there is hereby imposed on the pass-thru en-
tity a tax (in addition to other taxes) equal
to the product of the highest rate of tax
specified in section 11(b)(1) and the income of
the holder of such debt or equity interest
which is properly attributable to such regu-
lar interest. For purposes of the preceding
sentence, the yield to maturity of any equity
interest shall be determined under regula-
tions prescribed by the Secretary.

‘‘(2) EXCEPTION.—The Secretary may pro-
vide that paragraph (1) shall not apply to ar-
rangements not having as a principal pur-
pose the avoidance of the purposes of this
subsection.
‘‘SEC. 860L. DEFINITIONS AND OTHER SPECIAL

RULES.
‘‘(a) FASIT.—
‘‘(1) IN GENERAL.—For purposes of this

title, the terms ‘financial asset
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securitization investment trust’ and ‘FASIT’
mean any entity—

‘‘(A) for which an election to be treated as
a FASIT applies for the taxable year,

‘‘(B) all of the interests in which are regu-
lar interests or the ownership interest,

‘‘(C) which has only 1 ownership interest
and such ownership interest is held directly
by an eligible corporation,

‘‘(D) as of the close of the 3rd month begin-
ning after the day of its formation and at all
times thereafter, substantially all of the as-
sets of which (including assets treated as
held by the entity under section 860I(c)(2))
consist of permitted assets, and

‘‘(E) which is not described in section
851(a).
A rule similar to the rule of the last sen-
tence of section 860D(a) shall apply for pur-
poses of this paragraph.

‘‘(2) ELIGIBLE CORPORATION.—For purposes
of paragraph (1)(C), the term ‘eligible cor-
poration’ means any domestic C corporation
other than—

‘‘(A) a corporation which is exempt from,
or is not subject to, tax under this chapter,

‘‘(B) an entity described in section 851(a) or
856(a),

‘‘(C) a REMIC, and
‘‘(D) an organization to which part I of sub-

chapter T applies.
‘‘(3) ELECTION.—An entity (otherwise meet-

ing the requirements of paragraph (1)) may
elect to be treated as a FASIT. Except as
provided in paragraph (5), such an election
shall apply to the taxable year for which
made and all subsequent taxable years unless
revoked with the consent of the Secretary.

‘‘(4) TERMINATION.—If any entity ceases to
be a FASIT at any time during the taxable
year, such entity shall not be treated as a
FASIT for such taxable year or any succeed-
ing taxable year.

‘‘(5) INADVERTENT TERMINATIONS, ETC.—
Rules similar to the rules of section
860D(b)(2)(B) shall apply to inadvertent fail-
ures to qualify or remain qualified as a
FASIT.

‘‘(b) INTERESTS IN FASIT.—For purposes of
this part—

‘‘(1) REGULAR INTEREST.—
‘‘(A) IN GENERAL.—The term ‘regular inter-

est’ means any interest which is issued by a
FASIT after the startup date with fixed
terms and which is designated as a regular
interest if—

‘‘(i) such interest unconditionally entitles
the holder to receive a specified principal
amount (or other similar amount),

‘‘(ii) except as otherwise provided by the
Secretary—

‘‘(I) in the case of a FASIT which would be
treated as a REMIC if an election under sec-
tion 860D(b) had been made, interest pay-
ments (or other similar amounts), if any,
with respect to such interest at or before
maturity meet the requirements applicable
under clause (i) or (ii) of section
860G(a)(1)(B), or

‘‘(II) in the case of any other FASIT, inter-
est payments (or other similar amounts), if
any, with respect to such interest are deter-
mined based on a fixed rate, a current rate
which is reasonably expected to measure
contemporaneous variations in the cost of
newly borrowed funds in the currency in
which the regular interest is denominated,
or any combination of such rates,

‘‘(iii) such interest does not have a stated
maturity (including options to renew) great-
er than 30 years (or such longer period as
may be permitted by regulations),

‘‘(iv) the issue price of such interest does
not exceed 125 percent of its stated principal
amount, and

‘‘(v) the yield to maturity on such interest
is less than the sum determined under sec-
tion 163(i)(1)(B) with respect to such interest.

An interest shall not fail to meet the re-
quirements of clause (i) merely because the
timing (but not the amount) of the principal
payments (or other similar amounts) may be
contingent on the extent that payments on
debt instruments held by the FASIT are
made in advance of anticipated payments
and on the amount of income from permitted
assets.

‘‘(B) HIGH-YIELD INTERESTS.—
‘‘(i) IN GENERAL.—The term ‘regular inter-

est’ includes any high-yield interest.
‘‘(ii) HIGH-YIELD INTEREST.—The term

‘high-yield interest’ means any interest
which would be described in subparagraph
(A) but for failing to meet the requirements
of one or more of clauses (i), (iv), or (v)
thereof.

‘‘(2) OWNERSHIP INTEREST.—The term ‘own-
ership interest’ means the interest issued by
a FASIT after the startup day which is des-
ignated as an ownership interest and which
is not a regular interest.

‘‘(c) PERMITTED ASSETS.—For purposes of
this part—

‘‘(1) IN GENERAL.—The term ‘permitted
asset’ means—

‘‘(A) cash or cash equivalents,
‘‘(B) any debt instrument (as defined in

section 1275(a)(1)) under which interest pay-
ments (or other similar amounts), if any, at
or before maturity meet the requirements
applicable under clause (i) or (ii) of section
860G(a)(1)(B),

‘‘(C) foreclosure property,
‘‘(D) any asset—
‘‘(i) which is an interest rate or foreign

currency notional principal contract, letter
of credit, insurance, guarantee against pay-
ment defaults, or other similar instrument
permitted by the Secretary, and

‘‘(ii) which is reasonably required to guar-
antee or hedge against the FASIT’s risks as-
sociated with being the obligor on interests
issued by the FASIT,

‘‘(E) contract rights to acquire debt instru-
ments described in subparagraph (B) or as-
sets described in subparagraph (D), and

‘‘(F) any regular interest in another
FASIT.

‘‘(2) DEBT ISSUED BY HOLDER OF OWNERSHIP
INTEREST NOT PERMITTED ASSET.—The term
‘permitted asset’ shall not include any debt
instrument issued by the holder of the own-
ership interest in the FASIT or by any per-
son related to such holder or any direct or
indirect interest in such a debt instrument.
The preceding sentence shall not apply to
cash equivalents and to any other invest-
ment specified in regulations prescribed by
the Secretary.

‘‘(3) FORECLOSURE PROPERTY.—The term
‘foreclosure property’ means property—

‘‘(A) which would be foreclosure property
under section 856(e) (determined without re-
gard to paragraph (5) thereof) if acquired by
a real estate investment trust, and

‘‘(B) which is acquired in connection with
the default or imminent default of a debt in-
strument held by the FASIT unless the secu-
rity interest in such property was created for
the principal purpose of permitting the
FASIT to invest in such property.

Solely for purposes of subsection (a)(1), the
determination of whether any property is
foreclosure property shall be made without
regard to section 856(e)(4).

‘‘(d) STARTUP DAY.—For purposes of this
part—

‘‘(1) IN GENERAL.—The term ‘startup day’
means the date designated in the election
under subsection (a)(3) as the startup day of
the FASIT. Such day shall be the beginning
of the first taxable year of the FASIT.

‘‘(2) TREATMENT OF PROPERTY HELD ON
STARTUP DAY.—All property held (or treated
as held under section 860I(c)(2)) by an entity

as of the startup day shall be treated as con-
tributed to such entity on such day by the
holder of the ownership interest in such en-
tity.

‘‘(e) TAX ON PROHIBITED TRANSACTIONS.—
‘‘(1) IN GENERAL.—There is hereby imposed

for each taxable year of a FASIT a tax equal
to 100 percent of the net income derived from
prohibited transactions. Such tax shall be
paid by the holder of the ownership interest
in the FASIT.

‘‘(2) PROHIBITED TRANSACTIONS.—For pur-
poses of this part, the term ‘prohibited
transaction’ means—

‘‘(A) the receipt of any income derived
from any asset that is not a permitted asset,

‘‘(B) except as provided in paragraph (3),
the disposition of any permitted asset,

‘‘(C) the receipt of any income derived
from any loan originated by the FASIT, and

‘‘(D) the receipt of any income represent-
ing a fee or other compensation for services
(other than any fee received as compensation
for a waiver, amendment, or consent under
permitted assets (other than foreclosure
property) held by the FASIT).

‘‘(3) EXCEPTION FOR INCOME FROM CERTAIN
DISPOSITIONS.—

‘‘(A) IN GENERAL.—Paragraph (2)(B) shall
not apply to a disposition which would not
be a prohibited transaction (as defined in
section 860F(a)(2)) by reason of—

‘‘(i) clause (ii), (iii), or (iv) of section
860F(a)(2)(A), or

‘‘(ii) section 860F(a)(5),
if the FASIT were treated as a REMIC and
debt instruments described in subsection
(c)(1)(B) were treated as qualified mortgages.

‘‘(B) SUBSTITUTION OF DEBT INSTRUMENTS;
REDUCTION OF OVER-COLLATERALIZATION.—
Paragraph (2)(B) shall not apply to—

‘‘(i) the substitution of a debt instrument
described in subsection (c)(1)(B) for another
debt instrument which is a permitted asset,
or

‘‘(ii) the distribution of a debt instrument
contributed by the holder of the ownership
interest to such holder in order to reduce
over-collateralization of the FASIT,
but only if a principal purpose of acquiring
the debt instrument which is disposed of was
not the recognition of gain (or the reduction
of a loss) as a result of an increase in the
market value of the debt instrument after
its acquisition by the FASIT.

‘‘(C) LIQUIDATION OF CLASS OF REGULAR IN-
TERESTS.—Paragraph (2)(B) shall not apply
to the complete liquidation of any class of
regular interests.

‘‘(4) NET INCOME.—For purposes of this sub-
section, net income shall be determined in
accordance with section 860F(a)(3).

‘‘(f) COORDINATION WITH WASH SALES
RULES.—Rules similar to the rules of section
860F(d) shall apply to the ownership interest
in a FASIT.

‘‘(g) RELATED PERSON.—For purposes of
this part, a person (hereinafter in this sub-
section referred to as the ‘related person’) is
related to any person if—

‘‘(1) the related person bears a relationship
to such person specified in section 267(b) or
section 707(b)(1), or

‘‘(2) the related person and such person are
engaged in trades or businesses under com-
mon control (within the meaning of sub-
sections (a) and (b) of section 52).
For purposes of paragraph (1), in applying
section 267(b) or 707(b)(1), ‘20 percent’ shall
be substituted for ‘50 percent’.

‘‘(h) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this part, including regulations to
prevent the abuse of the purposes of this part
through transactions which are not pri-
marily related to securitization of debt in-
struments by a FASIT.’’.
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(b) TECHNICAL AMENDMENTS.—
(1) Paragraph (2) of section 26(b) is amend-

ed by striking ‘‘and’’ at the end of subpara-
graph (M), by striking the period at the end
of subparagraph (N) and inserting ‘‘, and’’,
and by adding at the end the following new
subparagraph:

‘‘(O) section 860K (relating to treatment of
transfers of high-yield interests to disquali-
fied holders).’’.

(2) Paragraph (6) of section 56(g) is amend-
ed by striking ‘‘or REMIC’’ and inserting
‘‘REMIC, or FASIT’’.

(3) Clause (ii) of section 382(l)(4)(B) is
amended by striking ‘‘or a REMIC to which
part IV of subchapter M applies’’ and insert-
ing ‘‘a REMIC to which part IV of subchapter
M applies, or a FASIT to which part V of
subchapter M applies’’.

(4) Paragraph (1) of section 582(c) is amend-
ed by inserting ‘‘, and any regular or owner-
ship interest in a FASIT,’’ after ‘‘REMIC’’.

(5) Subparagraph (E) of section 856(c)(6) is
amended by adding at the end the following
new sentence: ‘‘The principles of the preced-
ing provisions of this subparagraph shall
apply to regular and ownership interests in a
FASIT.’’.

(6) Subparagraph (C) of section 1202(e)(4) is
amended by striking ‘‘or REMIC’’ and insert-
ing ‘‘REMIC, or FASIT’’.

(7) Clause (xi) of section 7701(a)(19)(C) is
amended to read as follows:

‘‘(xi) any regular or residual interest in a
REMIC, and any regular or ownership inter-
est in a FASIT, but only in the proportion
which the assets of such REMIC or FASIT
consist of property described in any of the
preceding clauses of this subparagraph; ex-
cept that if 95 percent or more of the assets
of such REMIC or FASIT are assets described
in clauses (i) through (x), the entire interest
in the REMIC or FASIT shall qualify.’’.

(8) Subparagraph (A) of section 7701(i)(2) is
amended by inserting ‘‘or a FASIT’’ after ‘‘a
REMIC’’.

(c) CLERICAL AMENDMENT.—The table of
parts for subchapter M of chapter 1 is amend-
ed by adding at the end the following new
item:

‘‘Part V. Financial asset securitization in-
vestment trusts.’’.

(d) EFFECTIVE DATE.—The amendments
made by this section shall take effect on the
date of the enactment of this Act.

(e) TREATMENT OF EXISTING SECURITIZATION
ENTITIES.—

(1) IN GENERAL.—In the case of the holder
of the ownership interest in a pre-effective
date FASIT—

(A) gain shall not be recognized under sec-
tion 860L(d)(2) of the Internal Revenue Code
of 1986 on property deemed contributed to
the FASIT, and

(B) gain shall not be recognized under sec-
tion 860I of such Code on property contrib-
uted to such FASIT,
until such property (or portion thereof)
ceases to be properly allocable to a pre-
FASIT interest.

(2) ALLOCATION OF PROPERTY TO PRE-FASIT
INTEREST.—For purposes of paragraph (1),
property shall be allocated to a pre-FASIT
interest in such manner as the Secretary of
the Treasury may prescribe, except that all
property in a FASIT shall be treated as prop-
erly allocable to pre-FASIT interests if the
fair market value of all such property does
not exceed 107 percent of the aggregate prin-
cipal amount of all outstanding pre-FASIT
interests.

(3) DEFINITIONS.—For purposes of this sub-
section—

(A) PRE-EFFECTIVE DATE FASIT.—The term
‘‘pre-effective date FASIT’’ means any
FASIT if the entity (with respect to which

the election under section 860L(a)(3) of such
Code was made) was in existence on June 10,
1996.

(B) PRE-FASIT INTEREST.—The term ‘‘pre-
FASIT interest’’ means any interest in the
entity referred to in subparagraph (A) which
was issued before the startup day (other than
any interest held by the holder of the owner-
ship interest in the FASIT).

PART III—TREATMENT OF INDIVIDUALS
WHO EXPATRIATE

SEC. 1631. REVISION OF TAX RULES ON EXPA-
TRIATION.

(a) IN GENERAL.—Subpart A of part II of
subchapter N of chapter 1 is amended by in-
serting after section 877 the following new
section:
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION.
‘‘(a) GENERAL RULES.—For purposes of this

subtitle—
‘‘(1) MARK TO MARKET.—Except as provided

in subsection (f), all property of a covered
expatriate to which this section applies shall
be treated as sold on the expatriation date
for its fair market value.

‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the
case of any sale under paragraph (1)—

‘‘(A) notwithstanding any other provision
of this title, any gain arising from such sale
shall be taken into account for the taxable
year of the sale unless such gain is excluded
from gross income under part III of sub-
chapter B, and

‘‘(B) any loss arising from such sale shall
be taken into account for the taxable year of
the sale to the extent otherwise provided by
this title, except that section 1091 shall not
apply (and section 1092 shall apply) to any
such loss.

‘‘(3) EXCLUSION FOR CERTAIN GAIN.—The
amount which would (but for this paragraph)
be includible in the gross income of any indi-
vidual by reason of this section shall be re-
duced (but not below zero) by $600,000. For
purposes of this paragraph, allocable expa-
triation gain taken into account under sub-
section (f)(2) shall be treated in the same
manner as an amount required to be includ-
ible in gross income.

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS
UNITED STATES CITIZEN.—

‘‘(A) IN GENERAL.—If an expatriate elects
the application of this paragraph—

‘‘(i) this section (other than this para-
graph) shall not apply to the expatriate, but

‘‘(ii) the expatriate shall be subject to tax
under this title, with respect to property to
which this section would apply but for such
election, in the same manner as if the indi-
vidual were a United States citizen.

‘‘(B) LIMITATION ON AMOUNT OF ESTATE,
GIFT, AND GENERATION-SKIPPING TRANSFER
TAXES.—The aggregate amount of taxes im-
posed under subtitle B with respect to any
transfer of property by reason of an election
under subparagraph (A) shall not exceed the
amount of income tax which would be due if
the property were sold for its fair market
value immediately before the time of the
transfer or death (taking into account the
rules of paragraph (2)).

‘‘(C) REQUIREMENTS.—Subparagraph (A)
shall not apply to an individual unless the
individual—

‘‘(i) provides security for payment of tax in
such form and manner, and in such amount,
as the Secretary may require,

‘‘(ii) consents to the waiver of any right of
the individual under any treaty of the Unit-
ed States which would preclude assessment
or collection of any tax which may be im-
posed by reason of this paragraph, and

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe.

‘‘(D) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to

which this section would apply but for the
election and, once made, shall be irrev-
ocable. Such election shall also apply to
property the basis of which is determined in
whole or in part by reference to the property
with respect to which the election was made.

‘‘(b) ELECTION TO DEFER TAX.—
‘‘(1) IN GENERAL.—If the taxpayer elects the

application of this subsection with respect to
any property—

‘‘(A) no amount shall be required to be in-
cluded in gross income under subsection
(a)(1) with respect to the gain from such
property for the taxable year of the sale, but

‘‘(B) the taxpayer’s tax for the taxable
year in which such property is disposed of
shall be increased by the deferred tax
amount with respect to the property.
Except to the extent provided in regulations,
subparagraph (B) shall apply to a disposition
whether or not gain or loss is recognized in
whole or in part on the disposition.

‘‘(2) DEFERRED TAX AMOUNT.—
‘‘(A) IN GENERAL.—For purposes of para-

graph (1), the term ‘deferred tax amount’
means, with respect to any property, an
amount equal to the sum of—

‘‘(i) the difference between the amount of
tax paid for the taxable year described in
paragraph (1)(A) and the amount which
would have been paid for such taxable year if
the election under paragraph (1) had not ap-
plied to such property, plus

‘‘(ii) an amount of interest on the amount
described in clause (i) determined for the pe-
riod—

‘‘(I) beginning on the 91st day after the ex-
patriation date, and

‘‘(II) ending on the due date for the taxable
year described in paragraph (1)(B),

by using the rates and method applicable
under section 6621 for underpayments of tax
for such period.

For purposes of clause (ii), the due date is
the date prescribed by law (determined with-
out regard to extension) for filing the return
of the tax imposed by this chapter for the
taxable year.

‘‘(B) ALLOCATION OF LOSSES.—For purposes
of subparagraph (A), any losses described in
subsection (a)(2)(B) shall be allocated rat-
ably among the gains described in subsection
(a)(2)(A).

‘‘(3) SECURITY.—
‘‘(A) IN GENERAL.—No election may be

made under paragraph (1) with respect to
any property unless adequate security is pro-
vided with respect to such property.

‘‘(B) ADEQUATE SECURITY.—For purposes of
subparagraph (A), security with respect to
any property shall be treated as adequate se-
curity if—

‘‘(i) it is a bond in an amount equal to the
deferred tax amount under paragraph (2)(A)
for the property, or

‘‘(ii) the taxpayer otherwise establishes to
the satisfaction of the Secretary that the se-
curity is adequate.

‘‘(4) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless
the taxpayer consents to the waiver of any
right under any treaty of the United States
which would preclude assessment or collec-
tion of any tax imposed by reason of this sec-
tion.

‘‘(5) DISPOSITIONS.—For purposes of this
subsection, a taxpayer making an election
under this subsection with respect to any
property shall be treated as having disposed
of such property—

‘‘(A) immediately before death if such
property is held at such time, and

‘‘(B) at any time the security provided
with respect to the property fails to meet
the requirements of paragraph (3) and the
taxpayer does not correct such failure within
the time specified by the Secretary.



CONGRESSIONAL RECORD — SENATE S7391July 8, 1996
‘‘(6) ELECTIONS.—An election under para-

graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be under para-
graph (1) with respect to an interest in a
trust with respect to which gain is required
to be recognized under subsection (f)(1).

‘‘(c) COVERED EXPATRIATE.—For purposes
of this section—

‘‘(1) IN GENERAL.—The term ‘covered expa-
triate’ means an expatriate—

‘‘(A) whose average annual net income tax
(as defined in section 38(c)(1)) for the period
of 5 taxable years ending before the expatria-
tion date is greater than $100,000, or

‘‘(B) whose net worth as of such date is
$500,000 or more.
If the expatriation date is after 1996, such
$100,000 and $500,000 amounts shall be in-
creased by an amount equal to such dollar
amount multiplied by the cost-of-living ad-
justment determined under section 1(f)(3) for
such calendar year by substituting ‘1995’ for
‘1992’ in subparagraph (B) thereof. Any in-
crease under the preceding sentence shall be
rounded to the nearest multiple of $1,000.

‘‘(2) EXCEPTIONS.—An individual shall not
be treated as a covered expatriate if—

‘‘(A) the individual—
‘‘(i) became at birth a citizen of the United

States and a citizen of another country and,
as of the expatriation date, continues to be a
citizen of, and is taxed as a resident of, such
other country, and

‘‘(ii) has been a resident of the United
States (as defined in section 7701(b)(1)(A)(ii))
for not more than 8 taxable years during the
15-taxable year period ending with the tax-
able year during which the expatriation date
occurs, or

‘‘(B)(i) the individual’s relinquishment of
United States citizenship occurs before such
individual attains age 181⁄2, and

‘‘(ii) the individual has been a resident of
the United States (as so defined) for not
more than 5 taxable years before the date of
relinquishment.

‘‘(d) PROPERTY TO WHICH SECTION AP-
PLIES.—For purposes of this section—

‘‘(1) IN GENERAL.—Except as otherwise pro-
vided by the Secretary, this section shall
apply to—

‘‘(A) any interest in property held by a
covered expatriate on the expatriation date
the gain from which would be includible in
the gross income of the expatriate if such in-
terest had been sold for its fair market value
on such date in a transaction in which gain
is recognized in whole or in part, and

‘‘(B) any other interest in a trust to which
subsection (f) applies.

‘‘(2) EXCEPTIONS.—This section shall not
apply to the following property:

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other
than stock of a United States real property
holding corporation which does not, on the
expatriation date, meet the requirements of
section 897(c)(2).

‘‘(B) INTEREST IN CERTAIN RETIREMENT
PLANS.—

‘‘(i) IN GENERAL.—Any interest in a quali-
fied retirement plan (as defined in section
4974(c)), other than any interest attributable
to contributions which are in excess of any
limitation or which violate any condition for
tax-favored treatment.

‘‘(ii) FOREIGN PENSION PLANS.—
‘‘(I) IN GENERAL.—Under regulations pre-

scribed by the Secretary, interests in foreign
pension plans or similar retirement arrange-
ments or programs.

‘‘(II) LIMITATION.—The value of property
which is treated as not sold by reason of this
subparagraph shall not exceed $500,000.

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion—

‘‘(1) EXPATRIATE.—The term ‘expatriate’
means—

‘‘(A) any United States citizen who relin-
quishes his citizenship, or

‘‘(B) any long-term resident of the United
States who—

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or

‘‘(ii) commences to be treated as a resident
of a foreign country under the provisions of
a tax treaty between the United States and
the foreign country and who does not waive
the benefits of such treaty applicable to resi-
dents of the foreign country.

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means—

‘‘(A) the date an individual relinquishes
United States citizenship, or

‘‘(B) in the case of a long-term resident of
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph
(1)(B).

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A
citizen shall be treated as relinquishing his
United States citizenship on the earliest of—

‘‘(A) the date the individual renounces his
United States nationality before a diplo-
matic or consular officer of the United
States pursuant to paragraph (5) of section
349(a) of the Immigration and Nationality
Act (8 U.S.C. 1481(a)(5)),

‘‘(B) the date the individual furnishes to
the United States Department of State a
signed statement of voluntary relinquish-
ment of United States nationality confirm-
ing the performance of an act of expatriation
specified in paragraph (1), (2), (3), or (4) of
section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(1)–(4)),

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or

‘‘(D) the date a court of the United States
cancels a naturalized citizen’s certificate of
naturalization.
Subparagraph (A) or (B) shall not apply to
any individual unless the renunciation or
voluntary relinquishment is subsequently
approved by the issuance to the individual of
a certificate of loss of nationality by the
United States Department of State.

‘‘(4) LONG-TERM RESIDENT.—
‘‘(A) IN GENERAL.—The term ‘long-term

resident’ means any individual (other than a
citizen of the United States) who is a lawful
permanent resident of the United States in
at least 8 taxable years during the period of
15 taxable years ending with the taxable year
during which the expatriation date occurs.
For purposes of the preceding sentence, an
individual shall not be treated as a lawful
permanent resident for any taxable year if
such individual is treated as a resident of a
foreign country for the taxable year under
the provisions of a tax treaty between the
United States and the foreign country and
does not waive the benefits of such treaty
applicable to residents of the foreign coun-
try.

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), there shall not be taken into
account—

‘‘(i) any taxable year during which any
prior sale is treated under subsection (a)(1)
as occurring, or

‘‘(ii) any taxable year prior to the taxable
year referred to in clause (i).

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.—

‘‘(1) IN GENERAL.—Except as provided in
paragraph (2), if an individual is determined
under paragraph (3) to hold an interest in a
trust—

‘‘(A) the individual shall not be treated as
having sold such interest,

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and

‘‘(C)(i) such separate share shall be treated
as a separate trust consisting of the assets
allocable to such share,

‘‘(ii) the separate trust shall be treated as
having sold its assets immediately before the
expatriation date for their fair market value
and as having distributed all of its assets to
the individual as of such time, and

‘‘(iii) the individual shall be treated as
having recontributed the assets to the sepa-
rate trust.
Subsection (a)(2) shall apply to any income,
gain, or loss of the individual arising from a
distribution described in subparagraph
(C)(ii).

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.—

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a
qualified trust—

‘‘(i) paragraph (1) and subsection (a) shall
not apply, and

‘‘(ii) in addition to any other tax imposed
by this title, there is hereby imposed on each
distribution with respect to such interest a
tax in the amount determined under sub-
paragraph (B).

‘‘(B) AMOUNT OF TAX.—The amount of tax
under subparagraph (A)(ii) shall be equal to
the lesser of—

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year in which the ex-
patriation date occurs, multiplied by the
amount of the distribution, or

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution
determined without regard to any increases
under subparagraph (C)(ii) after the 30th day
preceding the distribution.

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes
of subparagraph (B)(ii)—

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect
to any trust interest is an amount equal to
the tax which would have been imposed on
the allocable expatriation gain with respect
to the trust interest if such gain had been in-
cluded in gross income under subsection (a).

‘‘(ii) INCREASE FOR INTEREST.—The balance
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the
time the interest accrues), for periods after
the 90th day after the expatriation date, by
using the rates and method applicable under
section 6621 for underpayments of tax for
such periods.

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY
PAID.—The balance in the tax deferred ac-
count shall be reduced—

‘‘(I) by the amount of taxes imposed by
subparagraph (A) on any distribution to the
person holding the trust interest, and

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in
regulations, by the amount of taxes imposed
by subparagraph (A) on distributions from
the trust with respect to nonvested interests
not held by such person.

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of
gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in
the trust if the beneficiary held directly all
assets allocable to such interests.

‘‘(E) TAX DEDUCTED AND WITHHELD.—
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to
which it relates.

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE
TREATY RIGHTS.—If an amount may not be
deducted and withheld under clause (i) by
reason of the distributee failing to waive any
treaty right with respect to such distribu-
tion—
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‘‘(I) the tax imposed by subparagraph

(A)(ii) shall be imposed on the trust and each
trustee shall be personally liable for the
amount of such tax, and

‘‘(II) any other beneficiary of the trust
shall be entitled to recover from the dis-
tributee the amount of such tax imposed on
the other beneficiary.

‘‘(F) DISPOSITION.—If a trust ceases to be a
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu
of the tax imposed by subparagraph (A)(ii),
there is hereby imposed a tax equal to the
lesser of—

‘‘(i) the tax determined under paragraph (1)
as if the expatriation date were the date of
such cessation, disposition, or death, which-
ever is applicable, or

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date.
Such tax shall be imposed on the trust and
each trustee shall be personally liable for the
amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-
tate the amount of such tax imposed on the
other beneficiary.

‘‘(G) DEFINITIONS AND SPECIAL RULE.—For
purposes of this paragraph—

‘‘(i) QUALIFIED TRUST.—The term ‘qualified
trust’ means a trust—

‘‘(I) which is organized under, and governed
by, the laws of the United States or a State,
and

‘‘(II) with respect to which the trust in-
strument requires that at least 1 trustee of
the trust be an individual citizen of the Unit-
ed States or a domestic corporation.

‘‘(ii) VESTED INTEREST.—The term ‘vested
interest’ means any interest which, as of the
expatriation date, is vested in the bene-
ficiary.

‘‘(iii) NONVESTED INTEREST.—The term
‘nonvested interest’ means, with respect to
any beneficiary, any interest in a trust
which is not a vested interest. Such interest
shall be determined by assuming the maxi-
mum exercise of discretion in favor of the
beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary.

‘‘(iv) ADJUSTMENTS.—The Secretary may
provide for such adjustments to the bases of
assets in a trust or a deferred tax account,
and the timing of such adjustments, in order
to ensure that gain is taxed only once.

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.—

‘‘(A) DETERMINATIONS UNDER PARAGRAPH
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based
upon all relevant facts and circumstances,
including the terms of the trust instrument
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar
advisor.

‘‘(B) OTHER DETERMINATIONS.—For purposes
of this section—

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-
ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be
the trust beneficiaries for purposes of this
section.

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income
tax return—

‘‘(I) the methodology used to determine
that taxpayer’s trust interest under this sec-
tion, and

‘‘(II) if the taxpayer knows (or has reason
to know) that any other beneficiary of such
trust is using a different methodology to de-
termine such beneficiary’s trust interest
under this section.

‘‘(g) TERMINATION OF DEFERRALS, ETC.—On
the date any property held by an individual
is treated as sold under subsection (a), not-
withstanding any other provision of this
title—

‘‘(1) any period during which recognition of
income or gain is deferred shall terminate,
and

‘‘(2) any extension of time for payment of
tax shall cease to apply and the unpaid por-
tion of such tax shall be due and payable at
the time and in the manner prescribed by the
Secretary.

‘‘(h) IMPOSITION OF TENTATIVE TAX.—
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable
year, there is hereby imposed, immediately
before the expatriation date, a tax in an
amount equal to the amount of tax which
would be imposed if the taxable year were a
short taxable year ending on the expatria-
tion date.

‘‘(2) DUE DATE.—The due date for any tax
imposed by paragraph (1) shall be the 90th
day after the expatriation date.

‘‘(3) TREATMENT OF TAX.—Any tax paid
under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for
the taxable year to which subsection (a) ap-
plies.

‘‘(4) DEFERRAL OF TAX.—The provisions of
subsection (b) shall apply to the tax imposed
by this subsection to the extent attributable
to gain includible in gross income by reason
of this section.

‘‘(i) COORDINATION WITH ESTATE AND GIFT
TAXES.—If subsection (a) applies to property
held by an individual for any taxable year
and—

‘‘(1) such property is includible in the gross
estate of such individual solely by reason of
section 2107, or

‘‘(2) section 2501 applies to a transfer of
such property by such individual solely by
reason of section 2501(a)(3),

then there shall be allowed as a credit
against the additional tax imposed by sec-
tion 2101 or 2501, whichever is applicable,
solely by reason of section 2107 or 2501(a)(3)
an amount equal to the increase in the tax
imposed by this chapter for such taxable
year by reason of this section.

‘‘(j) REGULATIONS.—The Secretary shall
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section, including regulations—

‘‘(1) to prevent double taxation by ensuring
that—

‘‘(A) appropriate adjustments are made to
basis to reflect gain recognized by reason of
subsection (a) and the exclusion provided by
subsection (a)(3), and

‘‘(B) any gain by reason of a deemed sale
under subsection (a) of an interest in a cor-
poration, partnership, trust, or estate is re-
duced to reflect that portion of such gain
which is attributable to an interest in a
trust which a shareholder, partner, or bene-
ficiary is treated as holding directly under
subsection (f)(3)(B)(i), and

‘‘(2) which provide for the proper allocation
of the exclusion under subsection (a)(3) to
property to which this section applies.

‘‘(k) CROSS REFERENCE.—

‘‘For income tax treatment of individuals
who terminate United States citizenship, see
section 7701(a)(47).’’.

(b) INCLUSION IN INCOME OF GIFTS AND IN-
HERITANCES FROM COVERED EXPATRIATES.—
Section 102 (relating to gifts, etc. not in-
cluded in gross income) is amended by add-
ing at the end the following new subsection:

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.—Subsection (a) shall not
exclude from gross income the value of any

property acquired by gift, bequest, devise, or
inheritance from a covered expatriate after
the expatriation date. For purposes of this
subsection, any term used in this subsection
which is also used in section 877A shall have
the same meaning as when used in section
877A.’’.

(c) DEFINITION OF TERMINATION OF UNITED

STATES CITIZENSHIP.—Section 7701(a) is
amended by adding at the end the following
new paragraph:

‘‘(47) TERMINATION OF UNITED STATES CITI-
ZENSHIP.—An individual shall not cease to be
treated as a United States citizen before the
date on which the individual’s citizenship is
treated as relinquished under section
877A(e)(3).’’.

(d) CONFORMING AMENDMENTS.—
(1) Section 877 is amended by adding at the

end the following new subsection:

‘‘(f) APPLICATION.—This section shall not
apply to any individual who relinquishes
(within the meaning of section 877A(e)(3))
United States citizenship on or after Feb-
ruary 6, 1995.’’.

(2) Section 2107(c) is amended by adding at
the end the following new paragraph:

‘‘(3) CROSS REFERENCE.—For credit against
the tax imposed by subsection (a) for expa-
triation tax, see section 877A(i).’’.

(3) Section 2501(a)(3) is amended by adding
at the end the following new flush sentence:
‘‘For credit against the tax imposed under
this section by reason of this paragraph, see
section 877A(i).’’.

(4) Paragraph (10) of section 7701(b) is
amended by adding at the end the following
new sentence: ‘‘This paragraph shall not
apply to any long-term resident of the Unit-
ed States who is an expatriate (as defined in
section 877A(e)(1)).’’.

(e) CLERICAL AMENDMENT.—The table of
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the
following new item:

‘‘Sec. 877A. Tax responsibilities of expatria-
tion.’’.

(f) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in this

subsection, the amendments made by this
section shall apply to expatriates (within the
meaning of section 877A(e) of the Internal
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined)
occurs on or after February 6, 1995.

(2) GIFTS AND BEQUESTS.—Section 102(d) of
the Internal Revenue Code of 1986 (as added
by subsection (b)) shall apply to amounts re-
ceived from expatriates (as so defined) whose
expatriation date (as so defined) occurs on
and after February 6, 1995.

(3) SPECIAL RULES RELATING TO CERTAIN
ACTS OCCURRING BEFORE FEBRUARY 6, 1995.—In
the case of an individual who took an act of
expatriation specified in paragraph (1), (2),
(3), or (4) of section 349(a) of the Immigration
and Nationality Act (8 U.S.C. 1481(a) (1)–(4))
before February 6, 1995, but whose expatria-
tion date (as so defined) occurs after Feb-
ruary 6, 1995—

(A) the amendment made by subsection (c)
shall not apply,

(B) the amendment made by subsection
(d)(1) shall not apply for any period prior to
the expatriation date, and

(C) the other amendments made by this
section shall apply as of the expatriation
date.

(4) DUE DATE FOR TENTATIVE TAX.—The due
date under section 877A(h)(2) of such Code
shall in no event occur before the 90th day
after the date of the enactment of this Act.
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SEC. 1632. INFORMATION ON INDIVIDUALS EXPA-

TRIATING.
(a) IN GENERAL.—Subpart A of part III of

subchapter A of chapter 61 is amended by in-
serting after section 6039E the following new
section:
‘‘SEC. 6039F. INFORMATION ON INDIVIDUALS EX-

PATRIATING.
‘‘(a) REQUIREMENT.—
‘‘(1) IN GENERAL.—Notwithstanding any

other provision of law, any expatriate (with-
in the meaning of section 877A(e)(1)) shall
provide a statement which includes the in-
formation described in subsection (b).

‘‘(2) TIMING.—
‘‘(A) CITIZENS.—In the case of an expatriate

described in section 877(e)(1)(A), such state-
ment shall be—

‘‘(i) provided not later than the expatria-
tion date (within the meaning of section
877A(e)(2)), and

‘‘(ii) provided to the person or court re-
ferred to in section 877A(e)(3).

‘‘(B) NONCITIZENS.—In the case of an expa-
triate described in section 877A(e)(1)(B), such
statement shall be provided to the Secretary
with the return of tax imposed by chapter 1
for the taxable year during which the event
described in such section occurs.

‘‘(b) INFORMATION TO BE PROVIDED.—Infor-
mation required under subsection (a) shall
include—

‘‘(1) the taxpayer’s TIN,
‘‘(2) the mailing address of such individ-

ual’s principal foreign residence,
‘‘(3) the foreign country in which such indi-

vidual is residing,
‘‘(4) the foreign country of which such indi-

vidual is a citizen,
‘‘(5) in the case of an individual having a

net worth of at least the dollar amount ap-
plicable under section 877A(c)(1)(B), informa-
tion detailing the assets and liabilities of
such individual, and

‘‘(6) such other information as the Sec-
retary may prescribe.

‘‘(c) PENALTY.—Any individual failing to
provide a statement required under sub-
section (a) shall be subject to a penalty for
each year during any portion of which such
failure continues in an amount equal to the
greater of—

‘‘(1) 5 percent of the additional tax re-
quired to be paid under section 877A for such
year, or

‘‘(2) $1,000,
unless it is shown that such failure is due to
reasonable cause and not to willful neglect.

‘‘(d) INFORMATION TO BE PROVIDED TO SEC-
RETARY.—Notwithstanding any other provi-
sion of law—

‘‘(1) any Federal agency or court which col-
lects (or is required to collect) the statement
under subsection (a) shall provide to the Sec-
retary—

‘‘(A) a copy of any such statement, and
‘‘(B) the name (and any other identifying

information) of any individual refusing to
comply with the provisions of subsection (a),

‘‘(2) the Secretary of State shall provide to
the Secretary a copy of each certificate as to
the loss of American nationality under sec-
tion 358 of the Immigration and Nationality
Act which is approved by the Secretary of
State, and

‘‘(3) the Federal agency primarily respon-
sible for administering the immigration laws
shall provide to the Secretary the name of
each lawful permanent resident of the United
States (within the meaning of section
7701(b)(6)) whose status as such has been re-
voked or has been administratively or judi-
cially determined to have been abandoned.

Notwithstanding any other provision of law,
not later than 30 days after the close of each
calendar quarter, the Secretary shall publish
in the Federal Register the name of each in-

dividual relinquishing United States citizen-
ship (within the meaning of section
877A(e)(3)) with respect to whom the Sec-
retary receives information under the pre-
ceding sentence during such quarter.

‘‘(e) EXEMPTION.—The Secretary may by
regulations exempt any class of individuals
from the requirements of this section if the
Secretary determines that applying this sec-
tion to such individuals is not necessary to
carry out the purposes of this section.’’.

(b) CLERICAL AMENDMENT.—The table of
sections for such subpart A is amended by in-
serting after the item relating to section
6039E the following new item:

‘‘Sec. 6039F. Information on individuals expa-
triating.’’.

(c) EFFECTIVE DATE.—The amendments
made by this section shall apply to individ-
uals to whom section 877A of the Internal
Revenue Code of 1986 applies and whose expa-
triation date (as defined in section
877A(e)(2)) occurs on or after February 6,
1995, except that no statement shall be re-
quired by such amendments before the 90th
day after the date of the enactment of this
Act.
SEC. 1633. REPORT ON TAX COMPLIANCE BY

UNITED STATES CITIZENS AND RESI-
DENTS LIVING ABROAD.

Not later than 90 days after the date of the
enactment of this Act, the Secretary of the
Treasury shall prepare and submit to the
Committee on Ways and Means of the House
of Representatives and the Committee on Fi-
nance of the Senate a report—

(1) describing the compliance with subtitle
A of the Internal Revenue Code of 1986 by
citizens and lawful permanent residents of
the United States (within the meaning of
section 7701(b)(6) of such Code) residing out-
side the United States, and

(2) recommending measures to improve
such compliance (including improved coordi-
nation between executive branch agencies).

Subtitle F—Technical Corrections
SEC. 1701. COORDINATION WITH OTHER SUB-

TITLES.
For purposes of applying the amendments

made by any subtitle of this title other than
this subtitle, the provisions of this subtitle
shall be treated as having been enacted im-
mediately before the provisions of such other
subtitles.
SEC. 1702. AMENDMENTS RELATED TO REVENUE

RECONCILIATION ACT OF 1990.
(a) AMENDMENTS RELATED TO SUBTITLE A.—
(1) Subparagraph (B) of section 59(j)(3) is

amended by striking ‘‘section 1(i)(3)(B)’’ and
inserting ‘‘section 1(g)(3)(B)’’.

(2) Clause (i) of section 151(d)(3)(C) is
amended by striking ‘‘joint of a return’’ and
inserting ‘‘joint return’’.

(b) AMENDMENTS RELATED TO SUBTITLE B.—
(1) Paragraph (1) of section 11212(e) of the

Revenue Reconciliation Act of 1990 is amend-
ed by striking ‘‘Paragraph (1) of section
6724(d)’’ and inserting ‘‘Subparagraph (B) of
section 6724(d)(1)’’.

(2)(A) Subparagraph (B) of section
4093(c)(2), as in effect before the amendments
made by the Revenue Reconciliation Act of
1993, is amended by inserting before the pe-
riod ‘‘unless such fuel is sold for exclusive
use by a State or any political subdivision
thereof’’.

(B) Paragraph (4) of section 6427(l), as in ef-
fect before the amendments made by the
Revenue Reconciliation Act of 1993, is
amended by inserting before the period ‘‘un-
less such fuel was used by a State or any po-
litical subdivision thereof’’.

(3) Paragraph (1) of section 6416(b) is
amended by striking ‘‘chapter 32 or by sec-
tion 4051’’ and inserting ‘‘chapter 31 or 32’’.

(4) Section 7012 is amended—

(A) by striking ‘‘production or importation
of gasoline’’ in paragraph (3) and inserting
‘‘taxes on gasoline and diesel fuel’’, and

(B) by striking paragraph (4) and redesig-
nating paragraphs (5) and (6) as paragraphs
(4) and (5), respectively.

(5) Subsection (c) of section 5041 is amend-
ed by striking paragraph (6) and by inserting
the following new paragraphs:

‘‘(6) CREDIT FOR TRANSFEREE IN BOND.—If—
‘‘(A) wine produced by any person would be

eligible for any credit under paragraph (1) if
removed by such person during the calendar
year,

‘‘(B) wine produced by such person is re-
moved during such calendar year by any
other person (hereafter in this paragraph re-
ferred to as the ‘transferee’) to whom such
wine was transferred in bond and who is lia-
ble for the tax imposed by this section with
respect to such wine, and

‘‘(C) such producer holds title to such wine
at the time of its removal and provides to
the transferee such information as is nec-
essary to properly determine the transferee’s
credit under this paragraph,

then, the transferee (and not the producer)
shall be allowed the credit under paragraph
(1) which would be allowed to the producer if
the wine removed by the transferee had been
removed by the producer on that date.

‘‘(7) REGULATIONS.—The Secretary may
prescribe such regulations as may be nec-
essary to carry out the purposes of this sub-
section, including regulations—

‘‘(A) to prevent the credit provided in this
subsection from benefiting any person who
produces more than 250,000 wine gallons of
wine during a calendar year, and

‘‘(B) to assure proper reduction of such
credit for persons producing more than
150,000 wine gallons of wine during a calendar
year.’’.

(6) Paragraph (3) of section 5061(b) is
amended to read as follows:

‘‘(3) section 5041(f),’’.
(7) Section 5354 is amended by inserting

‘‘(taking into account the appropriate
amount of credit with respect to such wine
under section 5041(c))’’ after ‘‘any one time’’.

(c) AMENDMENTS RELATED TO SUBTITLE C.—
(1) Paragraph (4) of section 56(g) is amend-

ed by redesignating subparagraphs (I) and (J)
as subparagraphs (H) and (I), respectively.

(2) Subparagraph (B) of section 6724(d)(1) is
amended—

(A) by striking ‘‘or’’ at the end of clause
(xii), and

(B) by striking the period at the end of
clause (xiii) and inserting ‘‘, or’’.

(3) Subsection (g) of section 6302 is amend-
ed by inserting ‘‘, 22,’’ after ‘‘chapters 21’’.

(4) The earnings and profits of any insur-
ance company to which section 11305(c)(3) of
the Revenue Reconciliation Act of 1990 ap-
plies shall be determined without regard to
any deduction allowed under such section;
except that, for purposes of applying sections
56 and 902, and subpart F of part III of sub-
chapter N of chapter 1 of the Internal Reve-
nue Code of 1986, such deduction shall be
taken into account.

(5) Subparagraph (D) of section 6038A(e)(4)
is amended—

(A) by striking ‘‘any transaction to which
the summons relates’’ and inserting ‘‘any af-
fected taxable year’’, and

(B) by adding at the end thereof the follow-
ing new sentence: ‘‘For purposes of this sub-
paragraph, the term ‘affected taxable year’
means any taxable year if the determination
of the amount of tax imposed for such tax-
able year is affected by the treatment of the
transaction to which the summons relates.’’.

(6) Subparagraph (A) of section 6621(c)(2) is
amended by adding at the end thereof the
following new flush sentence:
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‘‘The preceding sentence shall be applied
without regard to any such letter or notice
which is withdrawn by the Secretary.’’.

(7) Clause (i) of section 6621(c)(2)(B) is
amended by striking ‘‘this subtitle’’ and in-
serting ‘‘this title’’.

(d) AMENDMENTS RELATED TO SUBTITLE D.—
(1) Notwithstanding section 11402(c) of the

Revenue Reconciliation Act of 1990, the
amendment made by section 11402(b)(1) of
such Act shall apply to taxable years ending
after December 31, 1989.

(2) Clause (ii) of section 143(m)(4)(C) is
amended—

(A) by striking ‘‘any month of the 10-year
period’’ and inserting ‘‘any year of the 4-year
period’’,

(B) by striking ‘‘succeeding months’’ and
inserting ‘‘succeeding years’’, and

(C) by striking ‘‘over the remainder of such
period (or, if lesser, 5 years)’’ and inserting
‘‘to zero over the succeeding 5 years’’.

(e) AMENDMENTS RELATED TO SUBTITLE E.—
(1)(A) Clause (ii) of section 56(d)(1)(B) is

amended to read as follows:
‘‘(ii) appropriate adjustments in the appli-

cation of section 172(b)(2) shall be made to
take into account the limitation of subpara-
graph (A).’’.

(B) For purposes of applying sections
56(g)(1) and 56(g)(3) of the Internal Revenue
Code of 1986 with respect to taxable years be-
ginning in 1991 and 1992, the reference in
such sections to the alternative tax net oper-
ating loss deduction shall be treated as in-
cluding a reference to the deduction under
section 56(h) of such Code as in effect before
the amendments made by section 1915 of the
Energy Policy Act of 1992.

(2) Clause (i) of section 613A(c)(3)(A) is
amended by striking ‘‘the table contained
in’’.

(3) Section 6501 is amended—
(A) by striking subsection (m) (relating to

deficiency attributable to election under sec-
tion 44B) and by redesignating subsections
(n) and (o) as subsections (m) and (n), respec-
tively, and

(B) by striking ‘‘section 40(f) or 51(j)’’ in
subsection (m) (as redesignated by subpara-
graph (A)) and inserting ‘‘section 40(f), 43, or
51(j)’’.

(4) Subparagraph (C) of section 38(c)(2) (as
in effect on the day before the date of the en-
actment of the Revenue Reconciliation Act
of 1990) is amended by inserting before the
period at the end of the first sentence the
following: ‘‘and without regard to the deduc-
tion under section 56(h)’’.

(5) The amendment made by section
1913(b)(2)(C)(i) of the Energy Policy Act of
1992 shall apply to taxable years beginning
after December 31, 1990.

(f) AMENDMENTS RELATED TO SUBTITLE F.—
(1)(A) Section 2701(a)(3) is amended by add-

ing at the end thereof the following new sub-
paragraph:

‘‘(C) VALUATION OF QUALIFIED PAYMENTS
WHERE NO LIQUIDATION, ETC. RIGHTS.—In the
case of an applicable retained interest which
is described in subparagraph (B)(i) but not
subparagraph (B)(ii), the value of the dis-
tribution right shall be determined without
regard to this section.’’.

(B) Section 2701(a)(3)(B) is amended by in-
serting ‘‘CERTAIN’’ before ‘‘QUALIFIED’’ in the
heading thereof.

(C) Sections 2701 (d)(1) and (d)(4) are each
amended by striking ‘‘subsection (a)(3)(B)’’
and inserting ‘‘subsection (a)(3) (B) or (C)’’.

(2) Clause (i) of section 2701(a)(4)(B) is
amended by inserting ‘‘(or, to the extent pro-
vided in regulations, the rights as to either
income or capital)’’ after ‘‘income and cap-
ital’’.

(3)(A) Section 2701(e)(3) is amended—
(i) by striking subparagraph (B), and

(ii) by striking so much of paragraph (3) as
precedes ‘‘shall be treated as holding’’ and
inserting:

‘‘(3) ATTRIBUTION OF INDIRECT HOLDINGS AND

TRANSFERS.—An individual’’.
(B) Section 2704(c)(3) is amended by strik-

ing ‘‘section 2701(e)(3)(A)’’ and inserting
‘‘section 2701(e)(3)’’.

(4) Clause (i) of section 2701(c)(1)(B) is
amended to read as follows:

‘‘(i) a right to distributions with respect to
any interest which is junior to the rights of
the transferred interest,’’.

(5)(A) Clause (i) of section 2701(c)(3)(C) is
amended to read as follows:

‘‘(i) IN GENERAL.—Payments under any in-
terest held by a transferor which (without
regard to this subparagraph) are qualified
payments shall be treated as qualified pay-
ments unless the transferor elects not to
treat such payments as qualified payments.
Payments described in the preceding sen-
tence which are held by an applicable family
member shall be treated as qualified pay-
ments only if such member elects to treat
such payments as qualified payments.’’.

(B) The first sentence of section
2701(c)(3)(C)(ii) is amended to read as follows:
‘‘A transferor or applicable family member
holding any distribution right which (with-
out regard to this subparagraph) is not a
qualified payment may elect to treat such
right as a qualified payment, to be paid in
the amounts and at the times specified in
such election.’’.

(C) The time for making an election under
the second sentence of section 2701(c)(3)(C)(i)
of the Internal Revenue Code of 1986 (as
amended by subparagraph (A)) shall not ex-
pire before the due date (including exten-
sions) for filing the transferor’s return of the
tax imposed by section 2501 of such Code for
the first calendar year ending after the date
of enactment.

(6) Section 2701(d)(3)(A)(iii) is amended by
striking ‘‘the period ending on the date of’’.

(7) Subclause (I) of section 2701(d)(3)(B)(ii)
is amended by inserting ‘‘or the exclusion
under section 2503(b),’’ after ‘‘section 2523,’’.

(8) Section 2701(e)(5) is amended—
(A) by striking ‘‘such contribution to cap-

ital or such redemption, recapitalization, or
other change’’ in subparagraph (A) and in-
serting ‘‘such transaction’’, and

(B) by striking ‘‘the transfer’’ in subpara-
graph (B) and inserting ‘‘such transaction’’.

(9) Section 2701(d)(4) is amended by adding
at the end thereof the following new sub-
paragraph:

‘‘(C) TRANSFER TO TRANSFERORS.—In the
case of a taxable event described in para-
graph (3)(A)(ii) involving a transfer of an ap-
plicable retained interest from an applicable
family member to a transferor, this sub-
section shall continue to apply to the trans-
feror during any period the transferor holds
such interest.’’.

(10) Section 2701(e)(6) is amended by insert-
ing ‘‘or to reflect the application of sub-
section (d)’’ before the period at the end
thereof.

(11)(A) Section 2702(a)(3)(A) is amended—
(i) by striking ‘‘to the extent’’ and insert-

ing ‘‘if’’ in clause (i),
(ii) by striking ‘‘or’’ at the end of clause

(i),
(iii) by striking the period at the end of

clause (ii) and inserting ‘‘, or’’, and
(iv) by adding at the end thereof the fol-

lowing new clause:
‘‘(iii) to the extent that regulations pro-

vide that such transfer is not inconsistent
with the purposes of this section.’’.

(B)(i) Section 2702(a)(3) is amended by
striking ‘‘incomplete transfer’’ each place it
appears and inserting ‘‘incomplete gift’’.

(ii) The heading for section 2702(a)(3)(B) is
amended by striking ‘‘INCOMPLETE TRANS-
FER’’ and inserting ‘‘INCOMPLETE GIFT’’.

(g) AMENDMENTS RELATED TO SUBTITLE G.—
(1)(A) Subsection (a) of section 1248 is

amended—
(i) by striking ‘‘, or if a United States per-

son receives a distribution from a foreign
corporation which, under section 302 or 331,
is treated as an exchange of stock’’ in para-
graph (1), and

(ii) by adding at the end thereof the follow-
ing new sentence: ‘‘For purposes of this sec-
tion, a United States person shall be treated
as having sold or exchanged any stock if,
under any provision of this subtitle, such
person is treated as realizing gain from the
sale or exchange of such stock.’’.

(B) Paragraph (1) of section 1248(e) is
amended by striking ‘‘, or receives a dis-
tribution from a domestic corporation
which, under section 302 or 331, is treated as
an exchange of stock’’.

(C) Subparagraph (B) of section 1248(f)(1) is
amended by striking ‘‘or 361(c)(1)’’ and in-
serting ‘‘355(c)(1), or 361(c)(1)’’.

(D) Paragraph (1) of section 1248(i) is
amended to read as follows:

‘‘(1) IN GENERAL.—If any shareholder of a
10-percent corporate shareholder of a foreign
corporation exchanges stock of the 10-per-
cent corporate shareholder for stock of the
foreign corporation, such 10-percent cor-
porate shareholder shall recognize gain in
the same manner as if the stock of the for-
eign corporation received in such exchange
had been—

‘‘(A) issued to the 10-percent corporate
shareholder, and

‘‘(B) then distributed by the 10-percent cor-
porate shareholder to such shareholder in re-
demption or liquidation (whichever is appro-
priate).
The amount of gain recognized by such 10-
percent corporate shareholder under the pre-
ceding sentence shall not exceed the amount
treated as a dividend under this section.’’.

(2) Section 897 is amended by striking sub-
section (f).

(3) Paragraph (13) of section 4975(d) is
amended by striking ‘‘section 408(b)’’ and in-
serting ‘‘section 408(b)(12)’’.

(4) Clause (iii) of section 56(g)(4)(D) is
amended by inserting ‘‘, but only with re-
spect to taxable years beginning after De-
cember 31, 1989’’ before the period at the end
thereof.

(5)(A) Paragraph (11) of section 11701(a) of
the Revenue Reconciliation Act of 1990 (and
the amendment made by such paragraph) are
hereby repealed, and section 7108(r)(2) of the
Revenue Reconciliation Act of 1989 shall be
applied as if such paragraph (and amend-
ment) had never been enacted.

(B) Subparagraph (A) shall not apply to
any building if the owner of such building es-
tablishes to the satisfaction of the Secretary
of the Treasury or his delegate that such
owner reasonably relied on the amendment
made by such paragraph (11).

(h) AMENDMENTS RELATED TO SUBTITLE H.—
(1)(A) Clause (vi) of section 168(e)(3)(B) is

amended by striking ‘‘or’’ at the end of sub-
clause (I), by striking the period at the end
of subclause (II) and inserting ‘‘, or’’, and by
adding at the end thereof the following new
subclause:

‘‘(III) is described in section 48(l)(3)(A)(ix)
(as in effect on the day before the date of the
enactment of the Revenue Reconciliation
Act of 1990).’’.

(B) Subparagraph (B) of section 168(e)(3)
(relating to 5-year property) is amended by
adding at the end the following flush sen-
tence:
‘‘Nothing in any provision of law shall be
construed to treat property as not being de-
scribed in clause (vi)(I) (or the corresponding
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provisions of prior law) by reason of being
public utility property (within the meaning
of section 48(a)(3)).’’.

(C) Subparagraph (K) of section 168(g)(4) is
amended by striking ‘‘section 48(a)(3)(A)(iii)’’
and inserting ‘‘section 48(l)(3)(A)(ix) (as in ef-
fect on the day before the date of the enact-
ment of the Revenue Reconciliation Act of
1990)’’.

(2) Clause (ii) of section 172(b)(1)(E) is
amended by striking ‘‘subsection (m)’’ and
inserting ‘‘subsection (h)’’.

(3) Sections 805(a)(4)(E), 832(b)(5)(C)(ii)(II),
and 832(b)(5)(D)(ii)(II) are each amended by
striking ‘‘243(b)(5)’’ and inserting ‘‘243(b)(2)’’.

(4) Subparagraph (A) of section 243(b)(3) is
amended by inserting ‘‘of’’ after ‘‘In the
case’’.

(5) The subsection heading for subsection
(a) of section 280F is amended by striking
‘‘INVESTMENT TAX CREDIT AND’’.

(6) Clause (i) of section 1504(c)(2)(B) is
amended by inserting ‘‘section’’ before
‘‘243(b)(2)’’.

(7) Paragraph (3) of section 341(f) is amend-
ed by striking ‘‘351, 361, 371(a), or 374(a)’’ and
inserting ‘‘351, or 361’’.

(8) Paragraph (2) of section 243(b) is amend-
ed to read as follows:

‘‘(2) AFFILIATED GROUP.—For purposes of
this subsection:

‘‘(A) IN GENERAL.—The term ‘affiliated
group’ has the meaning given such term by
section 1504(a), except that for such purposes
sections 1504(b)(2), 1504(b)(4), and 1504(c) shall
not apply.

‘‘(B) GROUP MUST BE CONSISTENT IN FOREIGN

TAX TREATMENT.—The requirements of para-
graph (1)(A) shall not be treated as being met
with respect to any dividend received by a
corporation if, for any taxable year which in-
cludes the day on which such dividend is re-
ceived—

‘‘(i) 1 or more members of the affiliated
group referred to in paragraph (1)(A) choose
to any extent to take the benefits of section
901, and

‘‘(ii) 1 or more other members of such
group claim to any extent a deduction for
taxes otherwise creditable under section
901.’’.

(9) The amendment made by section
11813(b)(17) of the Revenue Reconciliation
Act of 1990 shall be applied as if the material
stricken by such amendment included the
closing parenthesis after ‘‘section 48(a)(5)’’.

(10) Paragraph (1) of section 179(d) is
amended by striking ‘‘in a trade or business’’
and inserting ‘‘a trade or business’’.

(11) Subparagraph (E) of section 50(a)(2) is
amended by striking ‘‘section 48(a)(5)(A)’’
and inserting ‘‘section 48(a)(5)’’.

(12) The amendment made by section
11801(c)(9)(G)(ii) of the Revenue Reconcili-
ation Act of 1990 shall be applied as if it
struck ‘‘Section 422A(c)(2)’’ and inserted
‘‘Section 422(c)(2)’’.

(13) Subparagraph (B) of section 424(c)(3) is
amended by striking ‘‘a qualified stock op-
tion, an incentive stock option, an option
granted under an employee stock purchase
plan, or a restricted stock option’’ and in-
serting ‘‘an incentive stock option or an op-
tion granted under an employee stock pur-
chase plan’’.

(14) Subparagraph (E) of section 1367(a)(2)
is amended by striking ‘‘section
613A(c)(13)(B)’’ and inserting ‘‘section
613A(c)(11)(B)’’.

(15) Subparagraph (B) of section 460(e)(6) is
amended by striking ‘‘section 167(k)’’ and in-
serting ‘‘section 168(e)(2)(A)(ii)’’.

(16) Subparagraph (C) of section 172(h)(4) is
amended by striking ‘‘subsection (b)(1)(M)’’
and inserting ‘‘subsection (b)(1)(E)’’.

(17) Section 6503 is amended—

(A) by redesignating the subsection relat-
ing to extension in case of certain sum-
monses as subsection (j), and

(B) by redesignating the subsection relat-
ing to cross references as subsection (k).

(18) Paragraph (4) of section 1250(e) is here-
by repealed.

(19) Paragraph (1) of section 179(d) is
amended by adding at the end the following
new sentence: ‘‘Such term shall not include
any property described in section 50(b) and
shall not include air conditioning or heating
units.’’.

(i) EFFECTIVE DATE.—Except as otherwise
expressly provided—

(1) the amendments made by this section
shall be treated as amendments to the Inter-
nal Revenue Code of 1986 as amended by the
Revenue Reconciliation Act of 1993; and

(2) any amendment made by this section
shall apply to periods before the date of the
enactment of this section in the same man-
ner as if it had been included in the provision
of the Revenue Reconciliation Act of 1990 to
which such amendment relates.
SEC. 1703. AMENDMENTS RELATED TO REVENUE

RECONCILIATION ACT OF 1993.
(a) AMENDMENT RELATED TO SECTION

13114.—Paragraph (2) of section 1044(c) is
amended to read as follows:

‘‘(2) PURCHASE.—The taxpayer shall be con-
sidered to have purchased any property if,
but for subsection (d), the unadjusted basis
of such property would be its cost within the
meaning of section 1012.’’.

(b) AMENDMENTS RELATED TO SECTION
13142.—

(1) Subparagraph (B) of section 13142(b)(6)
of the Revenue Reconciliation Act of 1993 is
amended to read as follows:

‘‘(B) FULL-TIME STUDENTS, WAIVER AUTHOR-
ITY, AND PROHIBITED DISCRIMINATION.—The
amendments made by paragraphs (2), (3), and
(4) shall take effect on the date of the enact-
ment of this Act.’’.

(2) Subparagraph (C) of section 13142(b)(6)
of such Act is amended by striking ‘‘para-
graph (2)’’ and inserting ‘‘paragraph (5)’’.

(c) AMENDMENT RELATED TO SECTION
13161.—

(1) IN GENERAL.—Subsection (e) of section
4001 (relating to inflation adjustment) is
amended to read as follows:

‘‘(e) INFLATION ADJUSTMENT.—
‘‘(1) IN GENERAL.—The $30,000 amount in

subsection (a) and section 4003(a) shall be in-
creased by an amount equal to—

‘‘(A) $30,000, multiplied by
‘‘(B) the cost-of-living adjustment under

section 1(f)(3) for the calendar year in which
the vehicle is sold, determined by substitut-
ing ‘calendar year 1990’ for ‘calendar year
1992’ in subparagraph (B) thereof.

‘‘(2) ROUNDING.—If any amount as adjusted
under paragraph (1) is not a multiple of
$2,000, such amount shall be rounded to the
next lowest multiple of $2,000.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect on
the date of the enactment of this Act.

(d) AMENDMENT RELATED TO SECTION
13201.—Clause (ii) of section 135(b)(2)(B) is
amended by inserting before the period at
the end thereof the following: ‘‘, determined
by substituting ‘calendar year 1989’ for ‘cal-
endar year 1992’ in subparagraph (B) there-
of’’.

(e) AMENDMENTS RELATED TO SECTION
13203.—Subsection (a) of section 59 is amend-
ed—

(1) by striking ‘‘the amount determined
under section 55(b)(1)(A)’’ in paragraph (1)(A)
and (2)(A)(i) and inserting ‘‘the pre-credit
tentative minimum tax’’,

(2) by striking ‘‘specified in section
55(b)(1)(A)’’ in paragraph (1)(C) and inserting
‘‘specified in subparagraph (A)(i) or (B)(i) of
section 55(b)(1) (whichever applies)’’,

(3) by striking ‘‘which would be determined
under section 55(b)(1)(A)’’ in paragraph
(2)(A)(ii) and inserting ‘‘which would be the
pre-credit tentative minimum tax’’, and

(4) by adding at the end thereof the follow-
ing new paragraph:

‘‘(3) PRE-CREDIT TENTATIVE MINIMUM TAX.—
For purposes of this subsection, the term
‘pre-credit tentative minimum tax’ means—

‘‘(A) in the case of a taxpayer other than a
corporation, the amount determined under
the first sentence of section 55(b)(1)(A)(i), or

‘‘(B) in the case of a corporation, the
amount determined under section
55(b)(1)(B)(i).’’.

(f) AMENDMENT RELATED TO SECTION
13221.—Sections 1201(a) and 1561(a) are each
amended by striking ‘‘last sentence’’ each
place it appears and inserting ‘‘last 2 sen-
tences’’.

(g) AMENDMENTS RELATED TO SECTION
13222.—

(1) Subparagraph (B) of section 6033(e)(1) is
amended by adding at the end thereof the
following new clause:

‘‘(iii) COORDINATION WITH SECTION 527(f).—
This subsection shall not apply to any
amount on which tax is imposed by reason of
section 527(f).’’.

(2) Clause (i) of section 6033(e)(1)(B) is
amended by striking ‘‘this subtitle’’ and in-
serting ‘‘section 501’’.

(h) AMENDMENT RELATED TO SECTION
13225.—Paragraph (3) of section 6655(g) is
amended by striking all that follows ‘‘ ‘3rd
month’ ’’ in the sentence following subpara-
graph (C) and inserting ‘‘, subsection
(e)(2)(A) shall be applied by substituting ‘2
months’ for ‘3 months’ in clause (i)(I), the
election under clause (i) of subsection
(e)(2)(C) may be made separately for each in-
stallment, and clause (ii) of subsection
(e)(2)(C) shall not apply.’’.

(i) AMENDMENTS RELATED TO SECTION
13231.—

(1) Subparagraph (G) of section 904(d)(3) is
amended by striking ‘‘section 951(a)(1)(B)’’
and inserting ‘‘subparagraph (B) or (C) of
section 951(a)(1)’’.

(2) Paragraph (1) of section 956A(b) is
amended to read as follows:

‘‘(1) the amount (not including a deficit)
referred to in section 316(a)(1) to the extent
such amount was accumulated in prior tax-
able years beginning after September 30,
1993, and’’.

(3) Subsection (f) of section 956A is amend-
ed by inserting before the period at the end
thereof: ‘‘and regulations coordinating the
provisions of subsections (c)(3)(A) and (d)’’.

(4) Subsection (b) of section 958 is amended
by striking ‘‘956(b)(2)’’ each place it appears
and inserting ‘‘956(c)(2)’’.

(5)(A) Subparagraph (A) of section
1297(d)(2) is amended by striking ‘‘The ad-
justed basis of any asset’’ and inserting ‘‘The
amount taken into account under section
1296(a)(2) with respect to any asset’’.

(B) The paragraph heading of paragraph (2)
of section 1297(d) is amended to read as fol-
lows:

‘‘(2) AMOUNT TAKEN INTO ACCOUNT.—’’.
(6) Subsection (e) of section 1297 is amend-

ed by inserting ‘‘For purposes of this
part—’’ after the subsection heading.

(j) AMENDMENT RELATED TO SECTION
13241.—Subparagraph (B) of section 40(e)(1) is
amended to read as follows:

‘‘(B) for any period before January 1, 2001,
during which the rates of tax under section
4081(a)(2)(A) are 4.3 cents per gallon.’’.

(k) AMENDMENT RELATED TO SECTION
13242.—Paragraph (4) of section 6427(f) is
amended by striking ‘‘1995’’ and inserting
‘‘1999’’.

(l) AMENDMENT RELATED TO SECTION
13261.—Clause (iii) of section 13261(g)(2)(A) of
the Revenue Reconciliation Act of 1993 is
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amended by striking ‘‘by the taxpayer’’ and
inserting ‘‘by the taxpayer or a related per-
son’’.

(m) AMENDMENT RELATED TO SECTION
13301.—Subparagraph (B) of section
1397B(d)(5) is amended by striking ‘‘preced-
ing’’.

(n) CLERICAL AMENDMENTS.—
(1) Subsection (d) of section 39 is amend-

ed—
(A) by striking ‘‘45’’ in the heading of para-

graph (5) and inserting ‘‘45A’’, and
(B) by striking ‘‘45’’ in the heading of para-

graph (6) and inserting ‘‘45B’’.
(2) Subparagraph (A) of section 108(d)(9) is

amended by striking ‘‘paragraph (3)(B)’’ and
inserting ‘‘paragraph (3)(C)’’.

(3) Subparagraph (C) of section 143(d)(2) is
amended by striking the period at the end
thereof and inserting a comma.

(4) Clause (ii) of section 163(j)(6)(E) is
amended by striking ‘‘which is a’’ and insert-
ing ‘‘which is’’.

(5) Subparagraph (A) of section 1017(b)(4) is
amended by striking ‘‘subsection (b)(2)(D)’’
and inserting ‘‘subsection (b)(2)(E)’’.

(6) So much of section 1245(a)(3) as precedes
subparagraph (A) thereof is amended to read
as follows:

‘‘(3) SECTION 1245 PROPERTY.—For purposes
of this section, the term ‘section 1245 prop-
erty’ means any property which is or has
been property of a character subject to the
allowance for depreciation provided in sec-
tion 167 and is either—’’.

(7) Paragraph (2) of section 1394(e) is
amended—

(A) by striking ‘‘(i)’’ and inserting ‘‘(A)’’,
and

(B) by striking ‘‘(ii)’’ and inserting ‘‘(B)’’.
(8) Subsection (m) of section 6501 (as redes-

ignated by section 1602) is amended by strik-
ing ‘‘or 51(j)’’ and inserting ‘‘45B, or 51(j)’’.

(9)(A) The section 6714 added by section
13242(b)(1) of the Revenue Reconciliation Act
of 1993 is hereby redesignated as section 6715.

(B) The table of sections for part I of sub-
chapter B of chapter 68 is amended by strik-
ing ‘‘6714’’ in the item added by such section
13242(b)(2) of such Act and inserting ‘‘6715’’.

(10) Paragraph (2) of section 9502(b) is
amended by inserting ‘‘and before’’ after
‘‘1982,’’.

(11) Subsection (a)(3) of section 13206 of the
Revenue Reconciliation Act of 1993 is amend-
ed by striking ‘‘this section’’ and inserting
‘‘this subsection’’.

(12) Paragraph (1) of section 13215(c) of the
Revenue Reconciliation Act of 1993 is amend-
ed by striking ‘‘Public Law 92–21’’ and insert-
ing ‘‘Public Law 98–21’’.

(13) Paragraph (2) of section 13311(e) of the
Revenue Reconciliation Act of 1993 is amend-
ed by striking ‘‘section 1393(a)(3)’’ and insert-
ing ‘‘section 1393(a)(2)’’.

(14) Subparagraph (B) of section 117(d)(2) is
amended by striking ‘‘section 132(f)’’ and in-
serting ‘‘section 132(h)’’.

(o) EFFECTIVE DATE.—Any amendment
made by this section shall take effect as if
included in the provision of the Revenue
Reconciliation Act of 1993 to which such
amendment relates.
SEC. 1704. MISCELLANEOUS PROVISIONS.

(a) APPLICATION OF AMENDMENTS MADE BY
TITLE XII OF OMNIBUS BUDGET RECONCILI-
ATION ACT OF 1990.—Except as otherwise ex-
pressly provided, whenever in title XII of the
Omnibus Budget Reconciliation Act of 1990
an amendment or repeal is expressed in
terms of an amendment to, or repeal of, a
section or other provision, the reference
shall be considered to be made to a section
or other provision of the Internal Revenue
Code of 1986.

(b) TREATMENT OF CERTAIN AMOUNTS UNDER
HEDGE BOND RULES.—

(1) Clause (iii) of section 149(g)(3)(B) is
amended to read as follows:

‘‘(iii) AMOUNTS HELD PENDING REINVEST-
MENT OR REDEMPTION.—Amounts held for not
more than 30 days pending reinvestment or
bond redemption shall be treated as invested
in bonds described in clause (i).’’.

(2) The amendment made by paragraph (1)
shall take effect as if included in the amend-
ments made by section 7651 of the Omnibus
Budget Reconciliation Act of 1989.

(c) TREATMENT OF CERTAIN DISTRIBUTIONS
UNDER SECTION 1445.—

(1) IN GENERAL.—Paragraph (3) of section
1445(e) is amended by adding at the end
thereof the following new sentence: ‘‘Rules
similar to the rules of the preceding provi-
sions of this paragraph shall apply in the
case of any distribution to which section 301
applies and which is not made out of the
earnings and profits of such a domestic cor-
poration.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to dis-
tributions after the date of the enactment of
this Act.

(d) TREATMENT OF CERTAIN CREDITS UNDER
SECTION 469.—

(1) IN GENERAL.—Subparagraph (B) of sec-
tion 469(c)(3) is amended by adding at the end
thereof the following new sentence: ‘‘If the
preceding sentence applies to the net income
from any property for any taxable year, any
credits allowable under subpart B (other
than section 27(a)) or D of part IV of sub-
chapter A for such taxable year which are at-
tributable to such property shall be treated
as credits not from a passive activity to the
extent the amount of such credits does not
exceed the regular tax liability of the tax-
payer for the taxable year which is allocable
to such net income.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to taxable
years beginning after December 31, 1986.

(e) TREATMENT OF DISPOSITIONS UNDER
PASSIVE LOSS RULES.—

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 469(g)(1) is amended to read as follows:

‘‘(A) IN GENERAL.—If all gain or loss real-
ized on such disposition is recognized, the ex-
cess of—

‘‘(i) any loss from such activity for such
taxable year (determined after the applica-
tion of subsection (b)), over

‘‘(ii) any net income or gain for such tax-
able year from all other passive activities
(determined after the application of sub-
section (b)),
shall be treated as a loss which is not from
a passive activity.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall apply to taxable
years beginning after December 31, 1986.

(f) MISCELLANEOUS AMENDMENTS TO FOR-
EIGN PROVISIONS.—

(1) COORDINATION OF UNIFIED ESTATE TAX
CREDIT WITH TREATIES.—Subparagraph (A) of
section 2102(c)(3) is amended by adding at the
end thereof the following new sentence: ‘‘For
purposes of the preceding sentence, property
shall not be treated as situated in the United
States if such property is exempt from the
tax imposed by this subchapter under any
treaty obligation of the United States.’’.

(2) TREATMENT OF CERTAIN INTEREST PAID
TO RELATED PERSON.—

(A) Subparagraph (B) of section 163(j)(1) is
amended by inserting before the period at
the end thereof the following: ‘‘(and clause
(ii) of paragraph (2)(A) shall not apply for
purposes of applying this subsection to the
amount so treated)’’.

(B) Subsection (j) of section 163 is amended
by redesignating paragraph (7) as paragraph
(8) and by inserting after paragraph (6) the
following new paragraph:

‘‘(7) COORDINATION WITH PASSIVE LOSS

RULES, ETC.—This subsection shall be applied
before sections 465 and 469.’’.

(C) The amendments made by this para-
graph shall apply as if included in the
amendments made by section 7210(a) of the
Revenue Reconciliation Act of 1989.

(3) TREATMENT OF INTEREST ALLOCABLE TO

EFFECTIVELY CONNECTED INCOME.—
(A) IN GENERAL.—
(i) Subparagraph (B) of section 884(f)(1) is

amended by striking ‘‘to the extent’’ and all
that follows down through ‘‘subparagraph
(A)’’ and inserting ‘‘to the extent that the al-
locable interest exceeds the interest de-
scribed in subparagraph (A)’’.

(ii) The second sentence of section 884(f)(1)
is amended by striking ‘‘reasonably ex-
pected’’ and all that follows down through
the period at the end thereof and inserting
‘‘reasonably expected to be allocable inter-
est.’’

(iii) Paragraph (2) of section 884(f) is
amended to read as follows:

‘‘(2) ALLOCABLE INTEREST.—For purposes of
this subsection, the term ‘allocable interest’
means any interest which is allocable to in-
come which is effectively connected (or
treated as effectively connected) with the
conduct of a trade or business in the United
States.’’.

(B) EFFECTIVE DATE.—The amendments
made by subparagraph (A) shall take effect
as if included in the amendments made by
section 1241(a) of the Tax Reform Act of 1986.

(4) CLARIFICATION OF SOURCE RULE.—
(A) IN GENERAL.—Paragraph (2) of section

865(b) is amended by striking ‘‘863(b)’’ and in-
serting ‘‘863’’.

(B) EFFECTIVE DATE.—The amendment
made by subparagraph (A) shall take effect
as if included in the amendments made by
section 1211 of the Tax Reform Act of 1986.

(5) REPEAL OF OBSOLETE PROVISIONS.—
(A) Paragraph (1) of section 6038(a) is

amended by striking ‘‘, and’’ at the end of
subparagraph (E) and inserting a period, and
by striking subparagraph (F).

(B) Subsection (b) of section 6038A is
amended by adding ‘‘and’’ at the end of para-
graph (2), by striking ‘‘, and’’ at the end of
paragraph (3) and inserting a period, and by
striking paragraph (4).

(g) TREATMENT OF ASSIGNMENT OF INTEREST

IN CERTAIN BOND-FINANCED FACILITIES.—
(1) IN GENERAL.—Subparagraph (A) of sec-

tion 1317(3) of the Tax Reform Act of 1986 is
amended by adding at the end thereof the
following new sentence: ‘‘A facility shall not
fail to be treated as described in this sub-
paragraph by reason of an assignment (or an
agreement to an assignment) by the govern-
mental unit on whose behalf the bonds are
issued of any part of its interest in the prop-
erty financed by such bonds to another gov-
ernmental unit.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in such section 1317 on the date of
the enactment of the Tax Reform Act of 1986.

(h) CLARIFICATION OF TREATMENT OF MEDI-
CARE ENTITLEMENT UNDER COBRA PROVI-
SIONS.—

(1) IN GENERAL.—
(A) Subclause (V) of section

4980B(f)(2)(B)(i) is amended to read as fol-
lows:

‘‘(V) MEDICARE ENTITLEMENT FOLLOWED BY
QUALIFYING EVENT.—In the case of a qualify-
ing event described in paragraph (3)(B) that
occurs less than 18 months after the date the
covered employee became entitled to bene-
fits under title XVIII of the Social Security
Act, the period of coverage for qualified
beneficiaries other than the covered em-
ployee shall not terminate under this clause
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before the close of the 36-month period be-
ginning on the date the covered employee be-
came so entitled.’’.

(B) Clause (v) of section 602(2)(A) of the
Employee Retirement Income Security Act
of 1974 is amended to read as follows:

‘‘(v) MEDICARE ENTITLEMENT FOLLOWED BY
QUALIFYING EVENT.—In the case of a qualify-
ing event described in section 603(2) that oc-
curs less than 18 months after the date the
covered employee became entitled to bene-
fits under title XVIII of the Social Security
Act, the period of coverage for qualified
beneficiaries other than the covered em-
ployee shall not terminate under this sub-
paragraph before the close of the 36-month
period beginning on the date the covered em-
ployee became so entitled.’’.

(C) Clause (iv) of section 2202(2)(A) of the
Public Health Service Act is amended to
read as follows:

‘‘(iv) MEDICARE ENTITLEMENT FOLLOWED BY
QUALIFYING EVENT.—In the case of a qualify-
ing event described in section 2203(2) that oc-
curs less than 18 months after the date the
covered employee became entitled to bene-
fits under title XVIII of the Social Security
Act, the period of coverage for qualified
beneficiaries other than the covered em-
ployee shall not terminate under this sub-
paragraph before the close of the 36-month
period beginning on the date the covered em-
ployee became so entitled.’’.

(2) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to plan
years beginning after December 31, 1989.

(i) TREATMENT OF CERTAIN REMIC INCLU-
SIONS.—

(1) IN GENERAL.—Subsection (a) of section
860E is amended by adding at the end thereof
the following new paragraph:

‘‘(6) COORDINATION WITH MINIMUM TAX.—For
purposes of part VI of subchapter A of this
chapter—

‘‘(A) the reference in section 55(b)(2) to tax-
able income shall be treated as a reference to
taxable income determined without regard
to this subsection,

‘‘(B) the alternative minimum taxable in-
come of any holder of a residual interest in
a REMIC for any taxable year shall in no
event be less than the excess inclusion for
such taxable year, and

‘‘(C) any excess inclusion shall be dis-
regarded for purposes of computing the alter-
native tax net operating loss deduction.

The preceding sentence shall not apply to
any organization to which section 593 ap-
plies, except to the extent provided in regu-
lations prescribed by the Secretary under
paragraph (2).’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in the amendments made by section
671 of the Tax Reform Act of 1986 unless the
taxpayer elects to apply such amendment
only to taxable years beginning after the
date of the enactment of this Act.

(j) EXEMPTION FROM HARBOR MAINTENANCE
TAX FOR CERTAIN PASSENGERS.—

(1) IN GENERAL.—Subparagraph (D) of sec-
tion 4462(b)(1) (relating to special rule for
Alaska, Hawaii, and possessions) is amended
by inserting before the period the following:
‘‘, or passengers transported on United
States flag vessels operating solely within
the State waters of Alaska or Hawaii and ad-
jacent international waters’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in the amendments made by section
1402(a) of the Harbor Maintenance Revenue
Act of 1986.

(k) AMENDMENTS RELATED TO REVENUE
PROVISIONS OF ENERGY POLICY ACT OF 1992.—

(1) Effective with respect to taxable years
beginning after December 31, 1990, subclause

(II) of section 53(d)(1)(B)(iv) is amended to
read as follows:

‘‘(II) the adjusted net minimum tax for any
taxable year is the amount of the net mini-
mum tax for such year increased in the man-
ner provided in clause (iii).’’.

(2) Subsection (g) of section 179A is redesig-
nated as subsection (f).

(3) Subparagraph (E) of section 6724(d)(3) is
amended by striking ‘‘section 6109(f)’’ and in-
serting ‘‘section 6109(h)’’.

(4)(A) Subsection (d) of section 30 is
amended—

(i) by inserting ‘‘(determined without re-
gard to subsection (b)(3))’’ before the period
at the end of paragraph (1) thereof, and

(ii) by adding at the end thereof the follow-
ing new paragraph:

‘‘(4) ELECTION TO NOT TAKE CREDIT.—No
credit shall be allowed under subsection (a)
for any vehicle if the taxpayer elects to not
have this section apply to such vehicle.’’.

(B) Subsection (m) of section 6501 (as redes-
ignated by section 1602) is amended by strik-
ing ‘‘section 40(f)’’ and inserting ‘‘section
30(d)(4), 40(f)’’.

(5) Subclause (III) of section
501(c)(21)(D)(ii) is amended by striking ‘‘sec-
tion 101(6)’’ and inserting ‘‘section 101(7)’’
and by striking ‘‘1752(6)’’ and inserting
‘‘1752(7)’’.

(6) Paragraph (1) of section 1917(b) of the
Energy Policy Act of 1992 shall be applied as
if ‘‘at a rate’’ appeared instead of ‘‘at the
rate’’ in the material proposed to be strick-
en.

(7) Paragraph (2) of section 1921(b) of the
Energy Policy Act of 1992 shall be applied as
if a comma appeared after ‘‘(2)’’ in the mate-
rial proposed to be stricken.

(8) Subsection (a) of section 1937 of the En-
ergy Policy Act of 1992 shall be applied as if
‘‘Subpart B’’ appeared instead of ‘‘Subpart
C’’.

(l) TREATMENT OF QUALIFIED FOOTBALL
COACHES PLAN.—

(1) IN GENERAL.—For purposes of the Inter-
nal Revenue Code of 1986, a qualified football
coaches plan—

(A) shall be treated as a multiemployer
collectively bargained plan, and

(B) notwithstanding section 401(k)(4)(B) of
such Code, may include a qualified cash and
deferred arrangement under section 401(k) of
such Code.

(2) QUALIFIED FOOTBALL COACHES PLAN.—
For purposes of this subsection, the term
‘‘qualified football coaches plan’’ means any
defined contribution plan which is estab-
lished and maintained by an organization—

(A) which is described in section 501(c) of
such Code,

(B) the membership of which consists en-
tirely of individuals who primarily coach
football as full-time employees of 4-year col-
leges or universities described in section
170(b)(1)(A)(ii) of such Code, and

(C) which was in existence on September
18, 1986.

(3) EFFECTIVE DATE.—This subsection shall
apply to years beginning after December 22,
1987.

(m) DETERMINATION OF UNRECOVERED IN-
VESTMENT IN ANNUITY CONTRACT.—

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 72(b)(4) is amended by inserting ‘‘(deter-
mined without regard to subsection (c)(2))’’
after ‘‘contract’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in the amendments made by section
1122(c) of the Tax Reform Act of 1986.

(n) MODIFICATIONS TO ELECTION TO INCLUDE
CHILD’S INCOME ON PARENT’S RETURN.—

(1) ELIGIBILITY FOR ELECTION.—Clause (ii)
of section 1(g)(7)(A) (relating to election to
include certain unearned income of child on

parent’s return) is amended to read as fol-
lows:

‘‘(ii) such gross income is more than the
amount described in paragraph (4)(A)(ii)(I)
and less than 10 times the amount so de-
scribed,’’.

(2) COMPUTATION OF TAX.—Subparagraph
(B) of section 1(g)(7) (relating to income in-
cluded on parent’s return) is amended—

(A) by striking ‘‘$1,000’’ in clause (i) and in-
serting ‘‘twice the amount described in para-
graph (4)(A)(ii)(I)’’, and

(B) by amending subclause (II) of clause (ii)
to read as follows:

‘‘(II) for each such child, 15 percent of the
lesser of the amount described in paragraph
(4)(A)(ii)(I) or the excess of the gross income
of such child over the amount so described,
and’’.

(3) MINIMUM TAX.—Subparagraph (B) of sec-
tion 59(j)(1) is amended by striking ‘‘$1,000’’
and inserting ‘‘twice the amount in effect for
the taxable year under section 63(c)(5)(A)’’.

(4) EFFECTIVE DATE.—The amendments
made by this subsection shall apply to tax-
able years beginning after December 31, 1995.

(o) TREATMENT OF CERTAIN VETERANS’ RE-
EMPLOYMENT RIGHTS.—

(1) IN GENERAL.—Section 414 is amended by
adding at the end the following new sub-
section:

‘‘(u) SPECIAL RULES RELATING TO VETER-
ANS’ REEMPLOYMENT RIGHTS UNDER

USERRA.—
‘‘(1) TREATMENT OF CERTAIN CONTRIBUTIONS

MADE PURSUANT TO VETERANS’ REEMPLOYMENT
RIGHTS.—If any contribution is made by an
employer or an employee under an individual
account plan with respect to an employee, or
by an employee to a defined benefit plan that
provides for employee contributions, and
such contribution is required by reason of
such employee’s rights under chapter 43 of
title 38, United States Code, resulting from
qualified military service, then—

‘‘(A) such contribution shall not be subject
to any otherwise applicable limitation con-
tained in section 402(g), 402(h), 403(b), 404(a),
404(h), 408, 415, or 457, and shall not be taken
into account in applying such limitations to
other contributions or benefits under such
plan or any other plan, with respect to the
year in which the contribution is made,

‘‘(B) such contribution shall be subject to
the limitations referred to in subparagraph
(A) with respect to the year to which the
contribution relates (in accordance with
rules prescribed by the Secretary), and

‘‘(C) such plan shall not be treated as fail-
ing to meet the requirements of section
401(a)(4), 401(a)(26), 401(k)(3), 401(k)(11),
401(k)(12), 401(m), 403(b)(12), 408(k)(3),
408(k)(6), 408(p), 410(b), or 416 by reason of the
making of (or the right to make) such con-
tribution.
For purposes of the preceding sentence, any
elective deferral or employee contribution
made under paragraph (2) shall be treated as
required by reason of the employee’s rights
under such chapter 43.

‘‘(2) REEMPLOYMENT RIGHTS UNDER USERRA
WITH RESPECT TO ELECTIVE DEFERRALS.—

‘‘(A) IN GENERAL.—For purposes of this sub-
chapter and section 457, if an employee is en-
titled to the benefits of chapter 43 of title 38,
United States Code, with respect to any plan
which provides for elective deferrals, the em-
ployer sponsoring the plan shall be treated
as meeting the requirements of such chapter
43 with respect to such elective deferrals
only if such employer—

‘‘(i) permits such employee to make addi-
tional elective deferrals under such plan (in
the amount determined under subparagraph
(B) or such lesser amount as is elected by the
employee) during the period which begins on
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the date of the reemployment of such em-
ployee with such employer and has the same
length as the lesser of—

‘‘(I) the product of 3 and the period of
qualified military service which resulted in
such rights, and

‘‘(II) 5 years, and
‘‘(ii) makes a matching contribution with

respect to any additional elective deferral
made pursuant to clause (i) which would
have been required had such deferral actu-
ally been made during the period of such
qualified military service.

‘‘(B) AMOUNT OF MAKEUP REQUIRED.—The
amount determined under this subparagraph
with respect to any plan is the maximum
amount of the elective deferrals that the in-
dividual would have been permitted to make
under the plan in accordance with the limi-
tations referred to in paragraph (1)(A) during
the period of qualified military service if the
individual had continued to be employed by
the employer during such period and re-
ceived compensation as determined under
paragraph (7). Proper adjustment shall be
made to the amount determined under the
preceding sentence for any elective deferrals
actually made during the period of such
qualified military service.

‘‘(C) ELECTIVE DEFERRAL.—For purposes of
this paragraph, the term ‘elective deferral’
has the meaning given such term by section
402(g)(3); except that such term shall include
any deferral of compensation under an eligi-
ble deferred compensation plan (as defined in
section 457(b)).

‘‘(D) AFTER-TAX EMPLOYEE CONTRIBU-
TIONS.—References in subparagraphs (A) and
(B) to elective deferrals shall be treated as
including references to employee contribu-
tions.

‘‘(3) CERTAIN RETROACTIVE ADJUSTMENTS
NOT REQUIRED.—For purposes of this sub-
chapter and subchapter E, no provision of
chapter 43 of title 38, United States Code,
shall be construed as requiring—

‘‘(A) any crediting of earnings to an em-
ployee with respect to any contribution be-
fore such contribution is actually made, or

‘‘(B) any allocation of any forfeiture with
respect to the period of qualified military
service.

‘‘(4) LOAN REPAYMENT SUSPENSIONS PER-
MITTED.—If any plan suspends the obligation
to repay any loan made to an employee from
such plan for any part of any period during
which such employee is performing service
in the uniformed services (as defined in chap-
ter 43 of title 38, United States Code), wheth-
er or not qualified military service, such sus-
pension shall not be taken into account for
purposes of section 72(p), 401(a), or 4975(d)(1).

‘‘(5) QUALIFIED MILITARY SERVICE.—For pur-
poses of this subsection, the term ‘qualified
military service’ means any service in the
uniformed services (as defined in chapter 43
of title 38, United States Code) by any indi-
vidual if such individual is entitled to reem-
ployment rights under such chapter with re-
spect to such service.

‘‘(6) INDIVIDUAL ACCOUNT PLAN.—For pur-
poses of this subsection, the term ‘individual
account plan’ means any defined contribu-
tion plan (including any tax-sheltered annu-
ity plan under section 403(b), any simplified
employee pension under section 408(k), any
qualified salary reduction arrangement
under section 408(p), and any eligible de-
ferred compensation plan (as defined in sec-
tion 457(b)).

‘‘(7) COMPENSATION.—For purposes of sec-
tions 403(b)(3), 415(c)(3), and 457(e)(5), an em-
ployee who is in qualified military service
shall be treated as receiving compensation
from the employer during such period of
qualified military service equal to—

‘‘(A) the compensation the employee would
have received during such period if the em-

ployee were not in qualified military service,
determined based on the rate of pay the em-
ployee would have received from the em-
ployer but for absence during the period of
qualified military service, or

‘‘(B) if the compensation the employee
would have received during such period was
not reasonably certain, the employee’s aver-
age compensation from the employer during
the 12-month period immediately preceding
the qualified military service (or, if shorter,
the period of employment immediately pre-
ceding the qualified military service).

‘‘(8) USERRA REQUIREMENTS FOR QUALIFIED
RETIREMENT PLANS.—For purposes of this
subchapter and section 457, an employer
sponsoring a retirement plan shall be treated
as meeting the requirements of chapter 43 of
title 38, United States Code, only if each of
the following requirements is met:

‘‘(A) An individual reemployed under such
chapter is treated with respect to such plan
as not having incurred a break in service
with the employer maintaining the plan by
reason of such individual’s period of quali-
fied military service.

‘‘(B) Each period of qualified military serv-
ice served by an individual is, upon reem-
ployment under such chapter, deemed with
respect to such plan to constitute service
with the employer maintaining the plan for
the purpose of determining the nonforfeit-
ability of the individual’s accrued benefits
under such plan and for the purpose of deter-
mining the accrual of benefits under such
plan.

‘‘(C) An individual reemployed under such
chapter is entitled to accrued benefits that
are contingent on the making of, or derived
from, employee contributions or elective de-
ferrals only to the extent the individual
makes payment to the plan with respect to
such contributions or deferrals. No such pay-
ment may exceed the amount the individual
would have been permitted or required to
contribute had the individual remained con-
tinuously employed by the employer
throughout the period of qualified military
service. Any payment to such plan shall be
made during the period beginning with the
date of reemployment and whose duration is
3 times the period of the qualified military
service (but not greater than 5 years).

‘‘(9) PLANS NOT SUBJECT TO TITLE 38.—This
subsection shall not apply to any retirement
plan to which chapter 43 of title 38, United
States Code, does not apply.

‘‘(10) REFERENCES.—For purposes of this
section, any reference to chapter 43 of title
38, United States Code, shall be treated as a
reference to such chapter as in effect on De-
cember 12, 1994 (without regard to any subse-
quent amendment).’’.

(2) EFFECTIVE DATE.—The amendment
made by this subsection shall be effective as
of December 12, 1994.

(p) REPORTING OF REAL ESTATE TRANS-
ACTIONS.—

(1) IN GENERAL.—Paragraph (3) of section
6045(e) (relating to prohibition of separate
charge for filing return) is amended by add-
ing at the end the following new sentence:
‘‘Nothing in this paragraph shall be con-
strued to prohibit the real estate reporting
person from taking into account its cost of
complying with such requirement in estab-
lishing its charge (other than a separate
charge for complying with such requirement)
to any customer for performing services in
the case of a real estate transaction.’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in section 1015(e)(2)(A) of the Tech-
nical and Miscellaneous Revenue Act of 1988.

(q) CLARIFICATION OF DENIAL OF DEDUCTION
FOR STOCK REDEMPTION EXPENSES.

(1) IN GENERAL.—Paragraph (1) of section
162(k) is amended by striking ‘‘the redemp-

tion of its stock’’ and inserting ‘‘the reacqui-
sition of its stock or of the stock of any re-
lated person (as defined in section
465(b)(3)(C))’’.

(2) CERTAIN DEDUCTIONS PERMITTED.—Sub-
paragraph (A) of section 162(k)(2) is amended
by striking ‘‘or’’ at the end of clause (i), by
redesignating clause (ii) as clause (iii), and
by inserting after clause (i) the following
new clause:

‘‘(ii) deduction for amounts which are
properly allocable to indebtedness and amor-
tized over the term of such indebtedness,
or’’.

(3) CLERICAL AMENDMENT.—The subsection
heading for subsection (k) of section 162 is
amended by striking ‘‘REDEMPTION’’ and in-
serting ‘‘REACQUISITION’’.

(4) EFFECTIVE DATE.—
(A) IN GENERAL.—Except as provided in

subparagraph (B), the amendments made by
this subsection shall apply to amounts paid
or incurred after September 13, 1995, in tax-
able years ending after such date.

(B) PARAGRAPH (2).—The amendment made
by paragraph (2) shall take effect as if in-
cluded in the amendment made by section
613 of the Tax Reform Act of 1986.

(r) CLERICAL AMENDMENT TO SECTION 404.—
(1) IN GENERAL.—Paragraph (1) of section

404(j) is amended by striking ‘‘(10)’’ and in-
serting ‘‘(9)’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in the amendments made by section
713(d)(4)(A) of the Deficit Reduction Act of
1984.

(s) PASSIVE INCOME NOT TO INCLUDE FSC
INCOME, ETC.—

(1) IN GENERAL.—Paragraph (2) of section
1296(b) is amended by striking ‘‘or’’ at the
end of subparagraph (B), by striking the pe-
riod at the end of subparagraph (C) and in-
serting ‘‘, or’’, and by inserting after sub-
paragraph (C) the following new subpara-
graph:

‘‘(D) which is foreign trade income of a
FSC or export trade income of an export
trade corporation (as defined in section
971).’’.

(2) EFFECTIVE DATE.—The amendment
made by paragraph (1) shall take effect as if
included in the amendments made by section
1235 of the Tax Reform Act of 1986.

(t) MISCELLANEOUS CLERICAL AMEND-
MENTS.—

(1) Subclause (II) of section 56(g)(4)(C)(ii) is
amended by striking ‘‘of the subclause’’ and
inserting ‘‘of subclause’’.

(2) Paragraph (2) of section 72(m) is amend-
ed by inserting ‘‘and’’ at the end of subpara-
graph (A), by striking subparagraph (B), and
by redesignating subparagraph (C) as sub-
paragraph (B).

(3) Paragraph (2) of section 86(b) is amend-
ed by striking ‘‘adusted’’ and inserting ‘‘ad-
justed’’.

(4)(A) The heading for section 112 is amend-
ed by striking ‘‘combat pay’’ and inserting
‘‘combat zone compensation’’.

(B) The item relating to section 112 in the
table of sections for part III of subchapter B
of chapter 1 is amended by striking ‘‘combat
pay’’ and inserting ‘‘combat zone compensa-
tion’’.

(C) Paragraph (1) of section 3401(a) is
amended by striking ‘‘combat pay’’ and in-
serting ‘‘combat zone compensation’’.

(5) Clause (i) of section 172(h)(3)(B) is
amended by striking the comma at the end
thereof and inserting a period.

(6) Clause (ii) of section 543(a)(2)(B) is
amended by striking ‘‘section 563(c)’’ and in-
serting ‘‘section 563(d)’’.

(7) Paragraph (1) of section 958(a) is amend-
ed by striking ‘‘sections 955(b)(1) (A) and (B),
955(c)(2)(A)(ii), and 960(a)(1)’’ and inserting
‘‘section 960(a)(1)’’.
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(8) Subsection (g) of section 642 is amended

by striking ‘‘under 2621(a)(2)’’ and inserting
‘‘under section 2621(a)(2)’’.

(9) Section 1463 is amended by striking
‘‘this subsection’’ and inserting ‘‘this sec-
tion’’.

(10) Subsection (k) of section 3306 is amend-
ed by inserting a period at the end thereof.

(11) The item relating to section 4472 in the
table of sections for subchapter B of chapter
36 is amended by striking ‘‘and special
rules’’.

(12) Paragraph (3) of section 5134(c) is
amended by striking ‘‘section 6662(a)’’ and
inserting ‘‘section 6665(a)’’.

(13) Paragraph (2) of section 5206(f) is
amended by striking ‘‘section 5(e)’’ and in-
serting ‘‘section 105(e)’’.

(14) Paragraph (1) of section 6050B(c) is
amended by striking ‘‘section 85(c)’’ and in-
serting ‘‘section 85(b)’’.

(15) Subsection (k) of section 6166 is amend-
ed by striking paragraph (6).

(16) Subsection (e) of section 6214 is amend-
ed to read as follows:

‘‘(e) CROSS REFERENCE.—

‘‘For provision giving Tax Court jurisdic-
tion to order a refund of an overpayment and
to award sanctions, see section 6512(b)(2).’’.

(17) The section heading for section 6043 is
amended by striking the semicolon and in-
serting a comma.

(18) The item relating to section 6043 in the
table of sections for subpart B of part III of
subchapter A of chapter 61 is amended by
striking the semicolon and inserting a
comma.

(19) The table of sections for part I of sub-
chapter A of chapter 68 is amended by strik-
ing the item relating to section 6662.

(20)(A) Section 7232 is amended—
(i) by striking ‘‘lubricating oil,’’ in the head-

ing, and
(ii) by striking ‘‘lubricating oil,’’ in the

text.
(B) The table of sections for part II of sub-

chapter A of chapter 75 is amended by strik-
ing ‘‘lubricating oil,’’ in the item relating to
section 7232.

(21) Paragraph (1) of section 6701(a) of the
Omnibus Budget Reconciliation Act of 1989 is
amended by striking ‘‘subclause (IV)’’ and
inserting ‘‘subclause (V)’’.

(22) Clause (ii) of section 7304(a)(2)(D) of
such Act is amended by striking ‘‘subsection
(c)(2)’’ and inserting ‘‘subsection (c)’’.

(23) Paragraph (1) of section 7646(b) of such
Act is amended by striking ‘‘section
6050H(b)(1)’’ and inserting ‘‘section
6050H(b)(2)’’.

(24) Paragraph (10) of section 7721(c) of such
Act is amended by striking ‘‘section
6662(b)(2)(C)(ii)’’ and inserting ‘‘section
6661(b)(2)(C)(ii)’’.

(25) Subparagraph (A) of section 7811(i)(3)
of such Act is amended by inserting ‘‘the
first place it appears’’ before ‘‘in clause (i)’’.

(26) Paragraph (10) of section 7841(d) of
such Act is amended by striking ‘‘section
381(a)’’ and inserting ‘‘section 381(c)’’.

(27) Paragraph (2) of section 7861(c) of such
Act is amended by inserting ‘‘the second
place it appears’’ before ‘‘and inserting’’.

(28) Paragraph (1) of section 460(b) is
amended by striking ‘‘the look-back method
of paragraph (3)’’ and inserting ‘‘the look-
back method of paragraph (2)’’.

(29) Subparagraph (C) of section 50(a)(2) is
amended by striking ‘‘subsection (c)(4)’’ and
inserting ‘‘subsection (d)(5)’’.

(30) Subparagraph (B) of section 172(h)(4) is
amended by striking the material following
the heading and preceding clause (i) and in-
serting ‘‘For purposes of subsection (b)(2)—’’.

(31) Subparagraph (A) of section 355(d)(7) is
amended by inserting ‘‘section’’ before
‘‘267(b)’’.

(32) Subparagraph (C) of section 420(e)(1) is
amended by striking ‘‘mean’’ and inserting
‘‘means’’.

(33) Paragraph (4) of section 537(b) is
amended by striking ‘‘section 172(i)’’ and in-
serting ‘‘section 172(f)’’.

(34) Subparagraph (B) of section 613(e)(1) is
amended by striking the comma at the end
thereof and inserting a period.

(35) Paragraph (4) of section 856(a) is
amended by striking ‘‘section 582(c)(5)’’ and
inserting ‘‘section 582(c)(2)’’.

(36) Sections 904(f)(2)(B)(i) and
907(c)(4)(B)(iii) are each amended by insert-
ing ‘‘(as in effect on the day before the date
of the enactment of the Revenue Reconcili-
ation Act of 1990)’’ after ‘‘section 172(h)’’.

(37) Subsection (b) of section 936 is amend-
ed by striking ‘‘subparagraphs (D)(ii)(I)’’ and
inserting ‘‘subparagraphs (D)(ii)’’.

(38) Subsection (c) of section 2104 is amend-
ed by striking ‘‘subparagraph (A), (C), or (D)
of section 861(a)(1)’’ and inserting ‘‘section
861(a)(1)(A)’’.

(39) Subparagraph (A) of section 280A(c)(1)
is amended to read as follows:

‘‘(A) as the principal place of business for
any trade or business of the taxpayer,’’.

(40) Section 6038 is amended by redesignat-
ing the subsection relating to cross ref-
erences as subsection (f).

(41) Clause (iv) of section 6103(e)(1)(A) is
amended by striking all that follows ‘‘provi-
sions of’’ and inserting ‘‘section 1(g) or
59(j);’’.

(42) The subsection (f) of section 6109 of the
Internal Revenue Code of 1986 which was
added by section 2201(d) of Public Law 101–624
is redesignated as subsection (g).

(43) Subsection (b) of section 7454 is amend-
ed by striking ‘‘section 4955(e)(2)’’ and insert-
ing ‘‘section 4955(f)(2)’’.

(44) Subsection (d) of section 11231 of the
Revenue Reconciliation Act of 1990 shall be
applied as if ‘‘comma’’ appeared instead of
‘‘period’’ and as if the paragraph (9) proposed
to be added ended with a comma.

(45) Paragraph (1) of section 11303(b) of the
Revenue Reconciliation Act of 1990 shall be
applied as if ‘‘paragraph’’ appeared instead of
‘‘subparagraph’’ in the material proposed to
be stricken.

(46) Subsection (f) of section 11701 of the
Revenue Reconciliation Act of 1990 is amend-
ed by inserting ‘‘(relating to definitions)’’
after ‘‘section 6038(e)’’.

(47) Subsection (i) of section 11701 of the
Revenue Reconciliation Act of 1990 shall be
applied as if ‘‘subsection’’ appeared instead
of ‘‘section’’ in the material proposed to be
stricken.

(48) Subparagraph (B) of section 11801(c)(2)
of the Revenue Reconciliation Act of 1990
shall be applied as if ‘‘section 56(g)’’ ap-
peared instead of ‘‘section 59(g)’’.

(49) Subparagraph (C) of section 11801(c)(8)
of the Revenue Reconciliation Act of 1990
shall be applied as if ‘‘reorganizations’’ ap-
peared instead of ‘‘reorganization’’ in the
material proposed to be stricken.

(50) Subparagraph (H) of section 11801(c)(9)
of the Revenue Reconciliation Act of 1990
shall be applied as if ‘‘section 1042(c)(1)(B)’’
appeared instead of ‘‘section 1042(c)(2)(B)’’.

(51) Subparagraph (F) of section 11801(c)(12)
of the Revenue Reconciliation Act of 1990
shall be applied as if ‘‘and (3)’’ appeared in-
stead of ‘‘and (E)’’.

(52) Subparagraph (A) of section 11801(c)(22)
of the Revenue Reconciliation Act of 1990
shall be applied as if ‘‘chapters 21’’ appeared
instead of ‘‘chapter 21’’ in the material pro-
posed to be stricken.

(53) Paragraph (3) of section 11812(b) of the
Revenue Reconciliation Act of 1990 shall be
applied by not executing the amendment
therein to the heading of section 42(d)(5)(B).

(54) Clause (i) of section 11813(b)(9)(A) of
the Revenue Reconciliation Act of 1990 shall
be applied as if a comma appeared after
‘‘(3)(A)(ix)’’ in the material proposed to be
stricken.

(55) Subparagraph (F) of section 11813(b)(13)
of the Revenue Reconciliation Act of 1990
shall be applied as if ‘‘tax’’ appeared after
‘‘investment’’ in the material proposed to be
stricken.

(56) Paragraph (19) of section 11813(b) of the
Revenue Reconciliation Act of 1990 shall be
applied as if ‘‘Paragraph (20) of section
1016(a), as redesignated by section 11801,’’ ap-
peared instead of ‘‘Paragraph (21) of section
1016(a)’’.

(57) Paragraph (5) section 8002(a) of the
Surface Transportation Revenue Act of 1991
shall be applied as if ‘‘4481(e)’’ appeared in-
stead of ‘‘4481(c)’’.

(58) Section 7872 is amended—
(A) by striking ‘‘foregone’’ each place it

appears in subsections (a) and (e)(2) and in-
serting ‘‘forgone’’, and

(B) by striking ‘‘FOREGONE’’ in the heading
for subsection (e) and the heading for para-
graph (2) of subsection (e) and inserting
‘‘FORGONE’’.

(59) Paragraph (7) of section 7611(h) is
amended by striking ‘‘approporiate’’ and in-
serting ‘‘appropriate’’.

(60) The heading of paragraph (3) of section
419A(c) is amended by striking ‘‘SEVERENCE’’
and inserting ‘‘SEVERANCE’’.

(61) Clause (ii) of section 807(d)(3)(B) is
amended by striking ‘‘Commissoners’ ’’ and
inserting ‘‘Commissioners’ ’’.

(62) Subparagraph (B) of section 1274A(c)(1)
is amended by striking ‘‘instument’’ and in-
serting ‘‘instrument’’.

(63) Subparagraph (B) of section 724(d)(3) by
striking ‘‘Subparagaph’’ and inserting ‘‘Sub-
paragraph’’.

(64) The last sentence of paragraph (2) of
section 42(c) is amended by striking ‘‘of
1988’’.

(65) Paragraph (1) of section 9707(d) is
amended by striking ‘‘diligence,’’ and insert-
ing ‘‘diligence’’.

(66) Subsection (c) of section 4977 is amend-
ed by striking ‘‘section 132(i)(2)’’ and insert-
ing ‘‘section 132(h)’’.

(67) The last sentence of section 401(a)(20)
is amended by striking ‘‘section 211’’ and in-
serting ‘‘section 521’’.

(68) Subparagraph (A) of section 402(g)(3) is
amended by striking ‘‘subsection (a)(8)’’ and
inserting ‘‘subsection (e)(3)’’.

(69) The last sentence of section 403(b)(10)
is amended by striking ‘‘an direct’’ and in-
serting ‘‘a direct’’.

(70) Subparagraph (A) of section 4973(b)(1)
is amended by striking ‘‘sections 402(c)’’ and
inserting ‘‘section 402(c)’’.

(71) Paragraph (12) of section 3405(e) is
amended by striking ‘‘(b)(3)’’ and inserting
‘‘(b)(2)’’.

(72) Paragraph (41) of section 521(b) of the
Unemployment Compensation Amendments
of 1992 shall be applied as if ‘‘section’’ ap-
peared instead of ‘‘sections’’ in the material
proposed to be stricken.

(73) Paragraph (27) of section 521(b) of the
Unemployment Compensation Amendments
of 1992 shall be applied as if ‘‘Section
691(c)(5)’’ appeared instead of ‘‘Section
691(c)’’.

(74) Paragraph (5) of section 860F(a) is
amended by striking ‘‘paragraph (1)’’ and in-
serting ‘‘paragraph (2)’’.

(75) Paragraph (1) of section 415(k) is
amended by adding ‘‘or’’ at the end of sub-
paragraph (C), by striking subparagraphs (D)
and (E), and by redesignating subparagraph
(F) as subparagraph (D).

(76) Paragraph (2) of section 404(a) is
amended by striking ‘‘(18),’’.
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(77) Clause (ii) of section 72(p)(4)(A) is

amended to read as follows:
‘‘(ii) SPECIAL RULE.—The term ‘qualified

employer plan’ shall include any plan which
was (or was determined to be) a qualified em-
ployer plan or a government plan.’’.

(78) Sections 461(i)(3)(C) and 1274(b)(3)(B)(i)
are each amended by striking ‘‘section
6662(d)(2)(C)(ii)’’ and inserting ‘‘section
6662(d)(2)(C)(iii)’’.

(79) Subsection (a) of section 164 is amend-
ed by striking the paragraphs relating to the
generation-skipping tax and the environ-
mental tax imposed by section 59A and by in-
serting after paragraph (3) the following new
paragraphs:

‘‘(4) The GST tax imposed on income dis-
tributions.

‘‘(5) The environmental tax imposed by
section 59A.’’.

(80) Subclause (I) of section 936(a)(4)(A)(ii)
is amended by striking ‘‘deprecation’’ and in-
serting ‘‘depreciation’’.

Subtitle G—Other Provisions
SEC. 1801. EXEMPTION FROM DIESEL FUEL DYE-

ING REQUIREMENTS WITH RESPECT
TO CERTAIN STATES.

(a) IN GENERAL.—Section 4082 (relating to
exemptions for diesel fuel) is amended by re-
designating subsections (c) and (d) as sub-
sections (d) and (e), respectively, and by in-
serting after subsection (b) the following new
subsection:

‘‘(c) EXCEPTION TO DYEING REQUIREMENTS.—
Paragraph (2) of subsection (a) shall not
apply with respect to any diesel fuel—

‘‘(1) removed, entered, or sold in a State
for ultimate sale or use in an area of such
State during the period such area is exempt-
ed from the fuel dyeing requirements under
subsection (i) of section 211 of the Clean Air
Act (as in effect on the date of the enact-
ment of this subsection) by the Adminis-
trator of the Environmental Protection
Agency under paragraph (4) of such sub-
section (i) (as so in effect), and

‘‘(2) the use of which is certified pursuant
to regulations issued by the Secretary.’’

(b) EFFECTIVE DATE.—The amendments
made by this section shall apply with respect
to fuel removed, entered, or sold on or after
the first day of the first calendar quarter be-
ginning after the date of the enactment of
this Act.
SEC. 1802. TREATMENT OF CERTAIN UNIVERSITY

ACCOUNTS.
(a) IN GENERAL.—For purposes of sub-

section (s) of section 3121 of the Internal
Revenue Code of 1986 (relating to concurrent
employment by 2 or more employers)—

(1) the following entities shall be deemed
to be related corporations that concurrently
employ the same individual:

(A) a State university which employs
health professionals as faculty members at a
medical school, and

(B) an agency account of a State univer-
sity which is described in subparagraph (A)
and from which there is distributed to such
faculty members payments forming a part of
the compensation that the State, or such
State university, as the case may be, agrees
to pay to such faculty members, but only if—

(i) such agency account is authorized by
State law and receives the funds for such
payments from a faculty practice plan de-
scribed in section 501(c)(3) of such Code and
exempt from tax under section 501(a) of such
Code,

(ii) such payments are distributed by such
agency account to such faculty members
who render patient care at such medical
school, and

(iii) such faculty members comprise at
least 30 percent of the membership of such
faculty practice plan, and

(2) remuneration which is disbursed by
such agency account to any such faculty

member of the medical school described in
paragraph (1)(A) shall be deemed to have
been actually disbursed by the State, or such
State university, as the case may be, as a
common paymaster and not to have been ac-
tually disbursed by such agency account.

(b) EFFECTIVE DATE.—The provisions of
subsection (a) shall apply to remuneration
paid after December 31, 1996.
SEC. 1803. MODIFICATIONS TO EXCISE TAX ON

OZONE-DEPLETING CHEMICALS.
(a) RECYCLED HALON.—
(1) IN GENERAL.—Section 4682(d)(1) (relating

to recycling) is amended by inserting ‘‘, or
on any recycled halon imported from any
country which is a signatory to the Montreal
Protocol on Substances that Deplete the
Ozone Layer’’ before the period at the end.

(2) CERTIFICATION SYSTEM.—The Secretary
of the Treasury, after consultation with the
Administrator of the Environmental Protec-
tion Agency, shall develop a certification
system to ensure compliance with the recy-
cling requirement for imported halon under
section 4682(d)(1) of the Internal Revenue
Code of 1986, as amended by paragraph (1).

(b) CHEMICALS USED AS PROPELLANTS IN
METERED-DOSE INHALERS TAX-EXEMPT.—
Paragraph (4) of section 4682(g) (relating to
phase-in of tax on certain substances) is
amended to read as follows:

‘‘(4) CHEMICALS USED AS PROPELLANTS IN
METERED-DOSE INHALERS.—

‘‘(A) TAX-EXEMPT.—
‘‘(i) IN GENERAL.—No tax shall be imposed

by section 4681 on—
‘‘(I) any use of any substance as a propel-

lant in metered-dose inhalers, or
‘‘(II) any qualified sale by the manufac-

turer, producer, or importer of any sub-
stance.

‘‘(ii) QUALIFIED SALE.—For purposes of
clause (i), the term ‘qualified sale’ means
any sale by the manufacturer, producer, or
importer of any substance—

‘‘(I) for use by the purchaser as a propel-
lant in metered-dose inhalers, or

‘‘(II) for resale by the purchaser to a 2d
purchaser for such use by the 2d purchaser.
The preceding sentence shall apply only if
the manufacturer, producer, and importer,
and the 1st and 2d purchasers (if any) meet
such registration requirements as may be
prescribed by the Secretary.

‘‘(B) OVERPAYMENTS.—If any substance on
which tax was paid under this subchapter is
used by any person as a propellant in me-
tered-dose inhalers, credit or refund without
interest shall be allowed to such person in an
amount equal to the excess of—

‘‘(i) the tax paid under this subchapter on
such substance, over

‘‘(ii) the tax (if any) which would be im-
posed by section 4681 if such substance were
used for such use by the manufacturer, pro-
ducer, or importer thereof on the date of its
use by such person.
Amounts payable under the preceding sen-
tence with respect to uses during the taxable
year shall be treated as described in section
34(a) for such year unless claim thereof has
been timely filed under this subparagraph.’’

(c) EFFECTIVE DATES.—
(1) RECYCLED HALON.—The amendment

made by subsection (a)(1) shall take effect on
January 1, 1997.

(2) METERED-DOSE INHALERS.—The amend-
ment made by subsection (b) shall take ef-
fect on the 7th day after the date of the en-
actment of this Act.
SEC. 1804. TAX-EXEMPT BONDS FOR SALE OF

ALASKA POWER ADMINISTRATION
FACILITY.

Sections 142(f)(3) (as added by section 1605)
and 147(d) of the Internal Revenue Code of
1986 shall not apply in determining whether
any private activity bond issued after the
date of the enactment of this Act and used to

finance the acquisition of the Snettisham
hydroelectric project from the Alaska Power
Administration is a qualified bond for pur-
poses of such Code.

SEC. 1805. NONRECOGNITION TREATMENT FOR
CERTAIN TRANSFERS BY COMMON
TRUST FUNDS TO REGULATED IN-
VESTMENT COMPANIES.

(a) GENERAL RULE.—Section 584 (relating
to common trust funds) is amended by redes-
ignating subsection (h) as subsection (i) and
by inserting after subsection (g) the follow-
ing new subsection:

‘‘(h) NONRECOGNITION TREATMENT FOR CER-
TAIN TRANSFERS TO REGULATED INVESTMENT
COMPANIES.—

‘‘(1) IN GENERAL.—If—
‘‘(A) a common trust fund transfers sub-

stantially all of its assets to one or more
regulated investment companies in exchange
solely for stock in the company or compa-
nies to which such assets are so transferred,
and

‘‘(B) such stock is distributed by such com-
mon trust fund to participants in such com-
mon trust fund in exchange solely for their
interests in such common trust fund,
no gain or loss shall be recognized by such
common trust fund by reason of such trans-
fer or distribution, and no gain or loss shall
be recognized by any participant in such
common trust fund by reason of such ex-
change.

‘‘(2) BASIS RULES.—
‘‘(A) REGULATED INVESTMENT COMPANY.—

The basis of any asset received by a regu-
lated investment company in a transfer re-
ferred to in paragraph (1)(A) shall be the
same as it would be in the hands of the com-
mon trust fund.

‘‘(B) PARTICIPANTS.—The basis of the stock
which is received in an exchange referred to
in paragraph (1)(B) shall be the same as that
of the property exchanged. If stock in more
than one regulated investment company is
received in such exchange, the basis deter-
mined under the preceding sentence shall be
allocated among the stock in each such com-
pany on the basis of respective fair market
values.

‘‘(3) TREATMENT OF ASSUMPTIONS OF LIABIL-
ITY.—

‘‘(A) IN GENERAL.—In determining whether
the transfer referred to in paragraph (1)(A) is
in exchange solely for stock in one or more
regulated investment companies, the as-
sumption by any such company of a liability
of the common trust fund, and the fact that
any property transferred by the common
trust fund is subject to a liability, shall be
disregarded.

‘‘(B) SPECIAL RULE WHERE ASSUMED LIABIL-
ITIES EXCEED BASIS.—

‘‘(i) IN GENERAL.—If, in any transfer re-
ferred to in paragraph (1)(A), the assumed li-
abilities exceed the aggregate adjusted bases
(in the hands of the common trust fund) of
the assets transferred to the regulated in-
vestment company or companies—

‘‘(I) notwithstanding paragraph (1), gain
shall be recognized to the common trust fund
on such transfer in an amount equal to such
excess,

‘‘(II) the basis of the assets received by the
regulated investment company or companies
in such transfer shall be increased by the
amount so recognized, and

‘‘(III) any adjustment to the basis of a par-
ticipant’s interest in the common trust fund
as a result of the gain so recognized shall be
treated as occurring immediately before the
exchange referred to in paragraph (1)(B).
If the transfer referred to in paragraph (1)(A)
is to two or more regulated investment com-
panies, the basis increase under subclause
(II) shall be allocated among such companies
on the basis of the respective fair market
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values of the assets received by each of such
companies.

‘‘(ii) ASSUMED LIABILITIES.—For purposes of
clause (i), the term ‘assumed liabilities’
means the aggregate of—

‘‘(I) any liability of the common trust fund
assumed by any regulated investment com-
pany in connection with the transfer referred
to in paragraph (1)(A), and

‘‘(II) any liability to which property so
transferred is subject.

‘‘(4) COMMON TRUST FUND MUST MEET DIVER-
SIFICATION RULES.—This subsection shall not
apply to any common trust fund which
would not meet the requirements of section
368(a)(2)(F)(ii) if it were a corporation. For
purposes of the preceding sentence, Govern-
ment securities shall not be treated as secu-
rities of an issuer in applying the 25-percent
and 50-percent test and such securities shall
not be excluded for purposes of determining
total assets under clause (iv) of section
368(a)(2)(F).’’.

(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall apply to trans-
fers after December 31, 1995.
SEC. 1806. QUALIFIED STATE TUITION PRO-

GRAMS.
(a) IN GENERAL.—Subchapter F of chapter 1

(relating to exempt organizations) is amend-
ed by adding at the end the following new
part:

‘‘PART VIII—QUALIFIED STATE TUITION
PROGRAMS

‘‘Sec. 529. Qualified State tuition programs.
‘‘SEC. 529. QUALIFIED STATE TUITION PRO-

GRAMS.
‘‘(a) GENERAL RULE.—A qualified State tui-

tion program shall be exempt from taxation
under this subtitle. Notwithstanding the pre-
ceding sentence, such program shall be sub-
ject to the taxes imposed by section 511 (re-
lating to imposition of tax on unrelated busi-
ness income of charitable organizations).

‘‘(b) QUALIFIED STATE TUITION PROGRAM.—
For purposes of this section—

‘‘(1) IN GENERAL.—The term ‘qualified
State tuition program’ means a program es-
tablished and maintained by a State or agen-
cy or instrumentality thereof—

‘‘(A) under which a person—
‘‘(i) may purchase tuition credits or certifi-

cates on behalf of a designated beneficiary
which entitle the beneficiary to the waiver
or payment of qualified higher education ex-
penses of the beneficiary, or

‘‘(ii) may make contributions to an ac-
count which is established for the sole pur-
pose of meeting the qualified higher edu-
cation expenses of the designated beneficiary
of the account, and

‘‘(B) which meets the other requirements
of this subsection.

‘‘(2) CASH CONTRIBUTIONS.—A program shall
not be treated as a qualified State tuition
program unless it provides that purchases or
contributions may only be made in cash.

‘‘(3) REFUNDS.—A program shall not be
treated as a qualified State tuition program
unless it imposes a more than de minimis
penalty on any refund of earnings from the
account which are not—

‘‘(A) used for qualified higher education ex-
penses of the designated beneficiary,

‘‘(B) made on account of the death or dis-
ability of the designated beneficiary, or

‘‘(C) made on account of a scholarship re-
ceived by the designated beneficiary to the
extent the amount of the refund does not ex-
ceed the amount of the scholarship used for
qualified higher education expenses.

‘‘(4) SEPARATE ACCOUNTING.—A program
shall not be treated as a qualified State tui-
tion program unless it provides separate ac-
counting for each designated beneficiary.

‘‘(5) NO INVESTMENT DIRECTION.—A program
shall not be treated as a qualified State tui-

tion program unless it provides that any
contributor to, or designated beneficiary
under, such program may not direct the in-
vestment of any contributions to the pro-
gram (or any earnings thereon).

‘‘(6) NO PLEDGING OF INTEREST AS SECU-
RITY.—A program shall not be treated as a
qualified State tuition program if it allows
any interest in the program or any portion
thereof to be used as security for a loan.

‘‘(c) TAX TREATMENT OF DESIGNATED BENE-
FICIARIES AND CONTRIBUTORS.—

‘‘(1) IN GENERAL.—Except as otherwise pro-
vided in this subsection, no amount shall be
includible in gross income of—

‘‘(A) a designated beneficiary under a
qualified State tuition program, or

‘‘(B) a contributor to such program on be-
half of a designated beneficiary,
with respect to any contribution to, or earn-
ings under, such program.

‘‘(2) DISTRIBUTIONS.—
‘‘(A) IN GENERAL.—Any distribution under

a qualified State tuition program shall be in-
cludible in the gross income of the distribu-
tee in the same manner as provided under
section 72 to the extent not excluded from
gross income under any other provision of
this chapter.

‘‘(B) IN-KIND DISTRIBUTIONS.—The furnish-
ing of education to a designated beneficiary
under a qualified State tuition program shall
be treated as a distribution to the bene-
ficiary.

‘‘(C) CHANGE IN BENEFICIARIES.—
‘‘(i) ROLLOVERS.—Subparagraph (A) shall

not apply to that portion of any distribution
which, within 60 days of such distribution, is
transferred to the credit of another des-
ignated beneficiary under a qualified State
tuition program who is a member of the
same family as the designated beneficiary
with respect to which the distribution was
made.

‘‘(ii) CHANGE IN DESIGNATED BENE-
FICIARIES.—Any change in the designated
beneficiary of an interest in a qualified State
tuition program shall not be treated as a dis-
tribution for purposes of subparagraph (A) if
the new beneficiary is a member of the same
family as the old beneficiary.

‘‘(D) OPERATING RULES.—For purposes of
applying section 72—

‘‘(i) all qualified State tuition programs of
which an individual is a designated bene-
ficiary shall be treated as one program,

‘‘(ii) all distributions during a taxable year
shall be treated as one distribution, and

‘‘(iii) the value of the contract, income on
the contract, and investment in the contract
shall be computed as of the close of the cal-
endar year in which the taxable year begins.

‘‘(3) GIFT TAX TREATMENT.—Any contribu-
tion on behalf of a designated beneficiary to
a qualified State tuition program shall be
treated as a qualified transfer for purposes of
section 2503(e).

‘‘(d) REPORTING REQUIREMENTS.—
‘‘(1) IN GENERAL.—If—
‘‘(A) a designated beneficiary is furnished

education under a qualified State tuition
program during any calendar year, or

‘‘(B) there is a distribution to any individ-
ual with respect to an interest in such pro-
gram during any calendar year,
each officer or employee having control of
the qualified State tuition program or their
designee shall make such reports as the Sec-
retary may require regarding such education
or distribution to the Secretary and to the
designated beneficiary or the individual to
whom the distribution was made. Any such
report shall include such information as the
Secretary may prescribe.

‘‘(2) TIMING OF REPORTS.—Any report re-
quired by this subsection—

‘‘(A) shall be filed at such time and in such
matter as the Secretary prescribes, and

‘‘(B) shall be furnished to individuals not
later than January 31 of the calendar year
following the calendar year to which such re-
port relates.

‘‘(e) OTHER DEFINITIONS AND SPECIAL
RULES.—For purposes of this section—

‘‘(1) DESIGNATED BENEFICIARY.—The term
‘designated beneficiary’ means—

‘‘(A) the individual designated at the com-
mencement of participation in the qualified
State tuition program as the beneficiary of
amounts paid (or to be paid) to the program,

‘‘(B) in the case of a change in bene-
ficiaries described in subsection (c)(2)(C)(ii),
the individual who is the new beneficiary,
and

‘‘(C) in the case of an interest in a qualified
State tuition program purchased by a State
or local government or an organization de-
scribed in section 501(c)(3) and exempt from
taxation under section 501(a) as part of a
scholarship program operated by such gov-
ernment or organization, the individual re-
ceiving such interest as a scholarship.

‘‘(2) MEMBER OF FAMILY.—The term ‘mem-
ber of family’ has the same meaning given
such term as section 2032A(e)(2).

‘‘(3) QUALIFIED HIGHER EDUCATION EX-
PENSES.—The term ‘qualified higher edu-
cation expenses’ means tuition, fees, books,
supplies, and equipment required for the en-
rollment or attendance of a designated bene-
ficiary at an eligible education institution
(as defined in section 135(c)(3)).

‘‘(4) APPLICATION OF SECTION 514.—An inter-
est in a qualified State tuition program shall
not be treated as debt for purposes of section
514.’’

(b) EFFECTIVE DATES.—
(1) IN GENERAL.—The amendments made by

this section shall apply to taxable years end-
ing after the date of the enactment of this
Act.

(2) TRANSITION RULE.—If—
(A) a State or agency or instrumentality

thereof maintains, on the date of the enact-
ment of this Act, a program under which per-
sons may purchase tuition credits or certifi-
cates on behalf of, or make contributions for
education expenses of, a designated bene-
ficiary, and

(B) such program meets the requirements
of a qualified State tuition program before
the later of—

(i) the date which is 1 year after such date
of enactment, or

(ii) the first day of the first calendar quar-
ter after the close of the first regular session
of the State legislature that begins after
such date of enactment,
the amendments made by this section shall
apply to contributions (and earnings alloca-
ble thereto) made before the later of such
dates without regard to whether any require-
ments of such amendments are met with re-
spect to such contributions and earnings.
For purposes of subparagraph (B)(ii), if a
State has a 2-year legislative session, each
year of such session shall be deemed to be a
separate regular session of the State legisla-
ture.

TITLE II—PAYMENT OF WAGES
SECTION 1. SHORT TITLE.

This Act may be cited as the ‘‘Employee
Commuting Flexibility Act of 1996’’.
SEC. 2. PROPER COMPENSATION FOR USE OF EM-

PLOYER VEHICLES.
Section 4(a) of the Portal-to-Portal Act of

1947 (29 U.S.C. 254(a)) is amended by adding
at the end the following: ‘‘For purposes of
this subsection, the use of an employer’s ve-
hicle for travel by an employee and activi-
ties performed by an employee which are in-
cidental to the use of such vehicle for com-
muting shall not be considered part of the
employee’s principal activities if the use of
such vehicle for travel is within the normal
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commuting area for the employer’s business
or establishment and the use of the employ-
er’s vehicle is subject to an agreement on the
part of the employer and the employee or
representative of such employee.’’.
SEC. 3. EFFECTIVE DATE.

The amendment made by section 1 shall
take effect on the date of the enactment of
this Act and shall apply in determining the
application of section 4 of the Portal-to-Por-
tal Act of 1947 to an employee in any civil
action brought before such date of enact-
ment but pending on such date.
SEC. 4. MINIMUM WAGE INCREASE.

(a) SHORT TITLE.—This section may be
cited as the ‘‘Minimum Wage Increase Act of
1996’’.

(b) AMENDMENT.—Paragraph (1) of section
6(a) of the Fair Labor Standards Act of 1938
(29 U.S.C. 206(a)) is amended to read as fol-
lows:

‘‘(1) except as otherwise provided in this
section, not less than $4.25 an hour during
the period ending on June 30, 1996, not less
than $4.75 an hour during the year beginning
on July 1, 1996, and not less than $5.15 an
hour after the expiration of such year;’’.
SEC. 5. FAIR LABOR STANDARDS ACT AMEND-

MENTS.
(a) COMPUTER PROFESSIONALS.—Section

13(a) of the Fair Labor Standards Act of 1938
(29 U.S.C. 213(a)) is amended by striking the
period at the end of paragraph (16) and in-
serting ‘‘; or’’ and by adding after that para-
graph the following:

‘‘(17) any employee who is a computer sys-
tems analyst, computer programmer, soft-
ware engineer, or other similarly skilled
worker, whose primary duty is—

‘‘(A) the application of systems analysis
techniques and procedures, including con-
sulting with users, to determine hardware,
software, or system functional specifica-
tions;

‘‘(B) the design, development, documenta-
tion, analysis, creation, testing, or modifica-
tion of computer systems or programs, in-
cluding prototypes, based on and related to
user or system design specifications;

‘‘(C) the design, documentation, testing,
creation, or modification of computer pro-
grams related to machine operating systems;
or

‘‘(D) a combination of duties described in
subparagraphs (A), (B), and (C) the perform-
ance of which requires the same level of
skills, and
who, in the case of an employee who is com-
pensated on an hourly basis, is compensated
at a rate of not less than $27.63 an hour.’’.

(b) TIP CREDIT.—The next to last sentence
of section 3(m) of the Fair Labor Standards
Act of 1938 (29 U.S.C. 203(m)) is amended to
read as follows: ‘‘In determining the wage an
employer is required to pay a tipped em-
ployee, the amount paid such employee by
the employee’s employer shall be an amount
equal to—

‘‘(1) the cash wage paid such employee
which for purposes of such determination
shall be not less than the cash wage required
to be paid such an employee on the date of
the enactment of this paragraph; and

‘‘(2) an additional amount on account of
the tips received by such employee which
amount is equal to the difference between
the wage specified in paragraph (1) and the
cash wage in effect under section 6(a)(1).
The additional amount on account of tips
may not exceed the value of the tips actually
received by an employee.’’.

(c) OPPORTUNITY WAGE.—Section 6 of the
Fair Labor Standards Act of 1938 (29 U.S.C.
206) is amended by adding at the end the fol-
lowing:

‘‘(g)(1) In lieu of the rate prescribed by sub-
section (a)(1), any employer may pay any

employee of such employer, during the first
90 consecutive calendar days after such em-
ployee is initially employed by such em-
ployer, a wage which is not less than $4.25 an
hour.

‘‘(2) No employer may take any action to
displace employees (including partial dis-
placements such as reduction in hours,
wages, or employment benefits) for purposes
of hiring individuals at the wage authorized
in paragraph (1).

‘‘(3) Any employer who violates this sub-
section shall be considered to have violated
section 15(a)(3).

‘‘(4) This subsection shall only apply to an
employee who has not attained the age of 20
years.’’.

Mr. MOYNIHAN. Mr. President, I
yield to the Senator from Massachu-
setts such time as he may require.

The PRESIDING OFFICER. The Sen-
ator from Massachusetts.

Mr. KENNEDY. Mr. President, I
thank the Senator from New York.

AMENDMENT NO. 4435

(Purpose: To amend the Fair Labor Stand-
ards Act of 1938 to provide for an increase
in the minimum wage rate and to exempt
computer professionals from the minimum
wage and maximum hour requirements,
and to amend the Portal-to-Portal Act of
1947 relating to the payment of wages to
employees who use employer-owned vehi-
cles)
Mr. KENNEDY. Mr. President, I un-

derstand there is a consent agreement
which has been announced by the ma-
jority leader. I believe it is appropriate
at this time to ask for the consider-
ation of my amendment that is cur-
rently held at the desk, and I believe
the process in terms of the consider-
ation of that amendment has been
worked out by the majority and minor-
ity leaders.

The PRESIDING OFFICER. The
clerk will report.

The assistant legislative clerk read
as follows:

The Senator from Massachusetts [Mr. KEN-
NEDY] proposes an amendment numbered
4435.

Mr. KENNEDY. Mr. President, I ask
unanimous consent that reading of the
amendment be dispensed with.

The PRESIDING OFFICER. Without
objection, it is so ordered.

The amendment is as follows:
Strike Title II and replace with the follow-

ing:
Title II—Labor Provisions

SECTION 1. INCREASE IN THE MINIMUM WAGE
RATE.

(a) IN GENERAL.—Section 6(a)(1) of the Fair
Labor Standards Act of 1938 (29 U.S.C.
206(a)(1)) is amended to read as follows:

‘‘(1) except as otherwise provided in this
section, not less than $4.25 an hour during
the period ending July 4, 1996, not less than
$4.70 an hour during the year beginning July
5, 1996, and not less than $5.15 an hour after
July 4, 1997;’’.

(b) EMPLOYEES WHO ARE YOUTHS.—Section
6(a) of the Fair Labor Standards Act of 1938
(29 U.S.C. 206(a)) is amended—

(1) in paragraph (4), by striking ‘‘; or’’ and
inserting a semicolon;

(2) in paragraph (5), by striking the period
at the end thereof and inserting ‘‘; or’’; and

(3) by adding at the end thereof the follow-
ing new paragraph:

‘‘(6) if the employee—

‘‘(A) is not a migrant agricultural worker
or a seasonal agricultural worker (as defined
in paragraphs (8) and (10) of section 3 of the
Migrant and Seasonal Agricultural Worker
Protection Act (29 U.S.C. 1802 (8) and (10))
without regard to subparagraph (B) of such
paragraphs and is not a nonimmigrant de-
scribed in section 101(a)(15)(H)(ii)(a) of the
Immigration and Nationality Act (8 U.S.C.
1101(a)(15)(H)(ii)(a)); and

‘‘(B) has not attained the age of 20 years,
not less than $4.25 an hour during the first 30
days in which the employee is employed by
the employer, and, thereafter, not less than
the applicable wage rate described in para-
graph (1).’’.

(c) EMPLOYEES IN PUERTO RICO.—Section
6(c) of the Fair Labor Standards Act of 1938
(29 U.S.C. 206(c)) is amended to read as fol-
lows:

‘‘(c) The rate or rates provided by sub-
section (a)(1) shall be applicable in the case
of any employee in Puerto Rico except an
employee described in subsection (a)(2).’’.
SEC. 2. EXEMPTION OF COMPUTER PROFES-

SIONALS FROM CERTAIN WAGE RE-
QUIREMENTS.

Section 13(a) of the Fair Labor Standards
Act of 1938 (29 U.S.C. 213(a)) is amended—

(1) by striking the period at the end of
paragraph (16) and inserting ‘‘; or’’; and

(2) by adding at the end thereof the follow-
ing new paragraph:

‘‘(17) any employee who is a computer sys-
tems analyst, computer programer, software
engineer, or other similarly skilled worker,
whose primary duty is—

‘‘(A) the application of systems analysis
techniques and procedures, including con-
sulting with users, to determine hardware,
software, or system functional specifica-
tions;

‘‘(B) the design, development, documenta-
tion, analysis, creation, testing, or modifica-
tion of computer systems or programs, in-
cluding prototypes, based on and related to
user or system design specifications;

‘‘(C) the design, documentation, testing,
creation, or modification of computer pro-
grams related to machine operating systems;
or

‘‘(D) a combination of duties described in
subparagraph (A), (B), and (C) the perform-
ance of which requires the same level of
skills, and
who, in the case of an employee who is com-
pensated on an hourly basis, is compensated
at a rate of not less than $27.63 an hour.’’.
SEC. 3. USE OF AN EMPLOYER-OWNED VEHICLE.

(a) IN GENERAL.—Section 4 of the Portal-
to-Portal Act of 1947 (29 U.S.C. 254) is amend-
ed by inserting at the end of the following:

‘‘(e) For purposes of subsection (a), the use
by an employee of an employer-owned vehi-
cle to initially travel to the actual place of
performance of the principal activity which
such employee is employed to perform at the
start of the workday and to ultimately trav-
el to the home of the employee from the ac-
tual place of performance of the principal ac-
tivity which such employee is employed to
perform at the end of the workday shall not
be considered an activity for which the em-
ployer is required to pay the minimum wage
or overtime compensation if—

‘‘(1) such employee has chosen to drive
such vehicle pursuant to a knowing and vol-
untary agreement between such employer
and such employee or the representative of
such employee and such agreement is not a
condition of employment;

‘‘(2) such employee incurs no costs for driv-
ing, parking, or otherwise maintaining the
vehicle of such employer;

‘‘(3) the worksites to which such employee
is commuting to or from are within the nor-
mal commuting area of the establishment of
such employer; and
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‘‘(4) such vehicle is of a type that does not

impose substantially greater difficulties to
drive than the type of vehicle that is nor-
mally used by individuals for commuting.’’.

‘‘(b) EFFECTIVE DATE.—The amendment
made by subsection (a) shall take effect on
the date of enactment of this Act and shall
apply in determining the application of sec-
tion 4 of the Portal-to-Portal Act of 1947 (29
U.S.C. 254) to an employee in any civil action
brought before such date of enactment but
pending on such date.

Mr. KENNEDY. Mr. President, at the
appropriate place in the RECORD, I will
introduce the statement that does a
line-by-line analysis of that so that the
Members will have that information
before them.

Mr. President, I want to just take a
moment of the Senate’s time to re-
spond to a letter that was written by
my friend, the majority leader, Senator
LOTT, to President Clinton differing
with the President on his position with
regard to the minimum wage. This let-
ter was made available this afternoon
and distributed to the members of the
press and to the interested Members. I
want to take just a moment of time to
make some rather brief comments
about the letter because I am some-
what amazed at the letter and its con-
clusion.

I will include the whole letter in the
RECORD.

Mr. President, in paragraph 1 Sen-
ator LOTT points out:

It is, of course, dismaying that you regard
a measure to protect small businesses from
the job killing consequences of the minimum
wage as a poison pill.

What we have tried to do in the
course of the earlier debate is to point
out what the impact would be of the in-
crease in the minimum wage which the
President, Senator DASCHLE, myself,
and others support.

In the earlier part of the day we put
in the RECORD the Salomon Bros. esti-
mate. I just quote their first para-
graph.

We believe that many retailers, especially
discounters, would benefit from an increase
in the minimum wage due to the enhanced
purchasing power you create for many low-
income consumers.

Their basic point is that it would en-
hance the economy.

The article I included in there from
Business Week, the minimum wage ar-
gument you have not heard before:

As long as it’s not overdone, lifting the
minimum wage may create overall economic
gains that outweigh any short-term job
losses.

That is an excellent article in Busi-
ness Week.

I also included the excellent Wharton
School analysis that was done earlier
in this year with regard to job loss.
Their estimate is that the total job
loss may be as little as 20,000 jobs na-
tionwide—effectively de minimis when
we see the growth of 10 million jobs
over the period of the last 4 years.
They have also pointed out that under
the current proposal the inflation rise
would be one-tenth of 1 percent. While
in 1996 and 1997 over the longer term

the impact would be nil, virtually no
inflation. One-tenth of 1 percent would
mean that what you pay $1,000 for you
pay $1,001 for. So that is the economic
impact on this.

I also referred to the Center on Budg-
et and Policy Priorities, their whole
statement which I have included in the
RECORD, three Nobel laureates, some of
the most distinguished economists in
the country. Specifically, the proposed
income in the minimum wage over a 2-
year period falls within the range of al-
ternatives from the overall effects in
the labor market, and the effect on
workers and the economy would be
positive.

So I just hope those who are opposed
to the position of Senator DASCHLE,
myself, and others who support the
minimum wage, would come out here
and justify their position as being the
job killing consequences.

Then they talk about election-year
politics and the administration poli-
cies. All we say is we have been trying
to get this up for over a year and a
half. It was not the Democrats who
have made this a measure that is up in
July prior to the November election.
We have been trying to get this up for
over a year and a half.

The second paragraph goes on to talk
about ‘‘Your chief counsel for advocacy
on Small Business Administration sup-
ports the exemption applying to small
businesses grossing under $500,000 a
year, precisely what Senator BOND’s
amendment would provide.’’

That is a completely inaccurate
statement. Our program continues the
existing exemption on those under
$500,000 with the exception of those
that are involved in interstate com-
merce. That is what the President’s po-
sition is. We want to keep that provi-
sion. So Senator BOND’s amendment
would dramatically change that. That
is not a fair reflection of what the
Small Business Administration Admin-
istrator has suggested, or Secretary
Reich has suggested.

Then the next paragraph: ‘‘Similarly,
you claim such exemption would in-
clude two-thirds of all firms in the U.S.
as if they employ two-thirds of all
workers.’’

Of course, there is no such claim in
the President’s letter. So I do not know
what they are referring to.

Senator BOND advises me that the
labor statistics data show that only 3
percent of all workers are paid the
minimum wage, and that only 8 per-
cent of our Nation’s work force are em-
ployed by businesses grossing less than
$500,000. That is exactly what we said.
If you take 8 percent of $126 million,
you come out with $8.6 million.

The Bureau of Labor Statistics has
talked between 9.7 and 10, which would
include not only the hourly but the sal-
aried workers. There is some spillover,
some relationship. But if they want to
settle for 8.6 million on that, I am glad
to accept those figures at 9 million, re-
ferring to that particular provision of
the program. That represents about 2

million children that will be affected,
whose parent is the principal supplier
for resources of that family.

As we mentioned earlier in the de-
bate, this is an issue about children. It
is an issue about women. It is an issue
about fairness. It is an issue about the
economy certainly. But when we talk
about hundreds of thousands of chil-
dren, I find it unpersuasive to state
that number to be a relatively small
share of the economy. Those 8, 10, or 12
million American children whose lives
are going to be affected, the 300,000 who
will come out of poverty, the children
from over 100,000 families. I think it
means something to those families. I
would take issue with this attitude.

Finally, it continues:
What Senator Bond has done is to propose

a way to keep the current floor of the mini-
mum wage for everybody.

Of course, that is not what it has
done. It has what they call a 180-day
opportunity wage. As I mentioned ear-
lier in this discussion, this will be
about 40 percent of all minimum wage
workers who move or get another mini-
mum wage job over the course of the
year. And this, of course, will be an in-
vitation to those employers to get rid
of their workers after 6 months so they
can get somebody else in there for the
next 6 months. They will only have to
pay them $4.25 and not the livable wage
of $5.15.

So if you take the carveout on the
opportunity wage, you take the
carveout in the Bond amendment for
small business, and you also take the
carveout on the restaurant workers, It
does not keep the current floor for ev-
eryone. The tip-credit provision will
prevent the minimum wage increase
for tip-employees at restaurants so
they are only required to pay $2.13 an
hour—that is a special provision for
the restaurants even though the profits
of that business have gone up over the
period of the last 3 or 4 years.

So it finally ends up:
To veto the legislation over a measure so

modest will be difficult to explain to the
American people and the millions of small
businessmen and women. I urge you to re-
consider.

My only point, Mr. President, is that
we hope our Republican friends would
have the similar attitude of Dwight Ei-
senhower, Richard Nixon, and George
Bush, all who supported an increase in
the minimum wage and the overwhelm-
ing majority of Republicans, including
Bob Dole in 1989 and Speaker Gingrich,
that supported the increase in the min-
imum wage when our economy was not
nearly as robust and secure.

This again comes down to an issue of
equity and fairness. It comes down to
whether we are going to honor work.
Are we going to say to men and women
who work hard, play by the rules, work
40 hours a week, 52 weeks of the year,
they deserve a livable wage. Repub-
licans and Democrats over the length
and the history of this program have
supported that position.

I find it extraordinary once again
that the same forces, the same voices,
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the same old, tired arguments that
were used against Social Security, used
against the Medicare Program, have
been used against the minimum wage.
We are hearing those same tired, old
arguments again.

I hope that tomorrow, when the Sen-
ate has an opportunity to act on it, we
will say to American working families
that we honor work. We must say that
this is one of the best ways to get wel-
fare reform. We must say to those
working families who are trying to pro-
vide for themselves and for their chil-
dren that we believe in them and that
the members of the Senate will support
a livable minimum wage increase.

I again thank my colleague and
friend from New York for the oppor-
tunity to make these observations.

Mr. MOYNIHAN addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from New York.
Mr. MOYNIHAN. Could I just say

that the present reports on the unem-
ployment rate at 5.3 percent and the
increasing reports of labor shortages
around the country mean if ever there
was a moment in which to make this
appropriate adjustment, maintaining
the value of the minimum wage, this is
the moment. And the Senator from
Massachusetts could not be more con-
gratulated, in my view, for the energy
with which he has pressed it. Let us
hope tomorrow we pass it.

Mr. KENNEDY. I thank the Senator.
Mrs. KASSEBAUM addressed the

Chair.
The PRESIDING OFFICER (Mr.

COVERDELL). The Senator from Kansas.
Mrs. KASSEBAUM. Mr. President, if

I may just respond to the minimum
wage debate without addressing any of
the particular amendments. I certainly
hope the argument I make will not be
viewed as just another tired, old argu-
ment, because I believe it is not a ques-
tion of whether we raise the minimum
wage—I think most in this Chamber
would believe the minimum wage
should be increased—but how it is
done.

I have felt for some time that we
need to be very sensitive to the
changes that are taking place in the
labor markets, including the need for
higher skills. These are things that we
hopefully have addressed with the job
training initiatives that we have con-
sidered in the Senate, and have now
been in conference for some months.
Those initiatives are the things that
will help workers get good-paying jobs.

We have also talked about welfare re-
form, and the senior Senator from New
York knows this issue better than any-
one. We need—I believe, if we are going
to do welfare reform in a meaningful
way—to have job opportunities where
workers can enter at entry level posi-
tions and be able to have the training
and the skills to rise in the labor mar-
ket.

I would not want to make the argu-
ment that a family can live on $4.25 per
hour, which is the current minimum
wage, or at $5.15 per hour, which it

would be after the next 2 years. But,
that is not really the point. The point
is, we need to see that young people
and those reentering the labor market
are able to have the opportunity to de-
velop the discipline and the skills that
they need in a changing workplace
with the demands of a high technology
environment.

So we need to think carefully as we
debate about this increase, which in
some ways may not seem large. Many
States, including, I believe, New York
State, have a State minimum wage
higher than the $5.15 we are talking
about as the Federal minimum wage.
New York may need a higher wage to
attract workers into the workplace
than, say, Kansas. We have very dif-
ferent needs in our urban areas versus
our rural areas.

That is why I would argue we really
should not increase the Federal mini-
mum wage but allow for this diversity
among the States to take place. The
Federal minimum wage should, per-
haps, be a target, allowing States to
set the wage level that they believe is
important to attract a work force that
will benefit their State and their busi-
nesses as well as those entering the
work force.

I want to be clear. I have not sup-
ported this increase in the minimum
wage. I oppose it because I think it is
the wrong time for us to potentially
shut off job opportunities for those we
are suggesting move off welfare rolls. If
we pass Federal legislation—and many
States have already passed significant
welfare reform—individuals will need
entry level jobs in which they can
begin to progress back up the ladder in
the work force.

I think increasing the minimum
wage will raise the lowest rung on the
economic ladder and thus potentially
leave behind those just trying to gain a
foothold either for their first job or
going back in and retraining for an-
other type of job. Although well-in-
tended, this increase—I believe—will
cause a loss of entry level jobs and will
limit job opportunities for low-skilled
workers. This, I would suggest, will not
help raise living standards for the poor,
and that is really what we wish to see
happen.

That is why I feel so strongly about
the need to have some really very inno-
vative, thought-through, carefully de-
signed job training initiatives. We also
have to give a greater emphasis in our
educational system, which is really the
foundation, to being able to enter a
work force with a good-paying job that
can support a family as we move into a
new age of technology that we are fac-
ing—a revolution really of technology
today and into the next century.

Let me just give you an example.
Last December, the Senate labor com-
mittee held a hearing on the minimum
wage. We heard from a small res-
taurant chain owner named Kenneth
James who took his first job in high
school in the restaurant business and
now runs a restaurant chain that em-

ployees 160 people. He testified that he
will have fewer workers in his res-
taurants if we increase the minimum
wage.

Due to competition, he and other res-
taurant employers cannot raise prices
and pass the costs along to consumers.
The big loser, as I said earlier, will be
those low-skilled workers who are
never hired for their first job. They are
the ones I think we need to be con-
cerned about.

Mr. James estimated that each of his
restaurants would have three fewer
workers if we raise the minimum wage
as proposed. That argument can be re-
futed. How do we really know? But I
think we have already seen many
changes that have occurred. For exam-
ple, when one pumps her own gas or
when one takes care of his own tray at
fast food restaurants. All of these
things have entered into ways we see
businesses changing.

I do not know what the answer is, but
I am concerned we are doing this now
at a time when we are putting more
and more people, because of welfare re-
form initiatives, out into the market-
place without the necessary skills.
Skills that will allow them to have the
good-paying jobs that should be had
without the training for work that
they have not had. They will need
entry-level wages. They will need
those, whether they are first-time job-
seekers or whether they have not been
working for a number of years and need
to get back into the work force.

If we want to develop the highly
skilled work force and employ more
young men and women and move peo-
ple off the welfare rolls, we need to
open more doors so individuals can get
the basic skills that will enable them
to climb the job ladder. Raising the
minimum wage will only, I think, shut
the door on those trying to get started.

The Congressional Budget Office re-
viewed this proposed increase and
reached a similar conclusion. CBO esti-
mates that raising the minimum wage
will result in the loss of potentially
100,000 to 500,000 jobs. According to
CBO:

Another consequence might be that em-
ployers respond to the mandate by reducing
employment opportunities for the least
skilled job seekers and the ones who could
most benefit from the work experience. To
the extent that low-skilled workers are shut
out of employment opportunities, their total
incomes might fall, even though their hourly
wage rates while working increased.

CBO concludes that this minimum
wage increase will be an unfunded man-
date on State and local governments,
as well as the private sector. It esti-
mates the cost to the private sector
will be more than $12 billion over the
next 5 years.

Someone has to pay this cost, and I
fear that the most vulnerable will pay
the price in lost jobs. That, I suggest,
is something we should consider care-
fully as we debate the question, not of
whether the minimum wage should be
increased, but how.

I yield the floor.
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The PRESIDING OFFICER. Who

yields time? The Chair recognizes the
Senator from New York.

Mr. MOYNIHAN. Mr. President, there
are 2 hours reserved for debate on the
minimum wage aspect of this bill, is
that not the case?

The PRESIDING OFFICER. The
Chair advises the Senator from New
York that there is 1 hour on the Ken-
nedy amendment, equally divided, and
1 hour on the bill, equally divided.

Mr. MOYNIHAN. May I ask the
Chair, we have only 2 hours of debate
on this entire matter?

The PRESIDING OFFICER. That
would be correct.

Mr. MOYNIHAN. That is divided on
each side.

The PRESIDING OFFICER. Equally
to each side.

Mr. MOYNIHAN. I ask the distin-
guished Senator from Maryland how
much time he might wish to speak.

Mr. SARBANES. I see the Senator
from North Dakota on the floor as
well. Ten minutes?

Mr. MOYNIHAN. I will be happy to
yield 10 minutes to the Senator from
Maryland. I see the distinguished chair
of the committee has risen.

Mrs. KASSEBAUM. Mr. President, I
want to suggest the time I took should
come out of the time allotted to our
side in opposition, of course.

Mr. MOYNIHAN. How generous and
characteristic. Opposition to the
amendment.

Mrs. KASSEBAUM. I assume that
will be the case.

Mr. MOYNIHAN. The Senator will
support the bill itself that Senator
ROTH and I are bringing forward for
this purpose.

Mrs. KASSEBAUM. Mr. President, I
thank the Chair.

The PRESIDING OFFICER. The
Chair recognizes the Senator from
Maryland.

Mr. SARBANES. Mr. President, I rise
in support of the Kennedy amendment
and, of course, in very strong support
of the effort to raise the minimum
wage. Historically, Congress has acted
to guarantee minimum standards of de-
cency for working Americans. The ob-
ject of a Federal minimum wage is to
make work pay well enough to keep
families out of poverty and off of Gov-
ernment assistance. It is really an ef-
fort to ensure that any individual who
works hard and plays by the rules
should be assured of a standard of liv-
ing for his or her family that is above
the poverty line.

It is very important to understand
that this effort to provide a floor has
marked our national policy now for al-
most six decades. I know many people
think it is an imposition upon employ-
ers, but we had some interesting testi-
mony this morning at a news con-
ference from some small business peo-
ple who came and testified in favor of
the minimum wage. As one of the la-
dies who was there pointed out, they
are caught by what their competitors
do. Many of them would like to raise

the wages of their workers of their own
accord, but they have difficulty in
doing this if their competitors do not
do likewise. So they welcome a raise in
the minimum wage because it, in ef-
fect, levels the playing field and en-
sures that the employer who is not
concerned about providing a living
wage for his employee will not dictate
the standard of the industry.

The minimum wage does not lift peo-
ple very far, but it does lift them far
enough so that there is the hope they
will be able to work themselves out of
poverty and stay off of dependency. It
has been a national commitment now,
as I said, for almost six decades.

I think it is long past time to raise
the minimum wage again. The mini-
mum wage was last raised in 1989, if I
am not mistaken. The minimum wage
increase being proposed now is equiva-
lent to what people got in 1989. In other
words, the 1989 increase has, in effect,
been used up by the rise in prices over
the intervening 7 years. So you, in ef-
fect, are no better off at the minimum
wage today than you were in 1989, when
it was raised.

In fact, the current level for the min-
imum wage in real terms—in other
words, in purchasing power—is the low-
est it has been in 40 years. Of course,
this is at the very time, we are reading
newspapers, magazines, and story after
story about the incredible compensa-
tion the chief executives are receiving.
Yet here we are, now, arguing about
basic fairness and equity for the lowest
paid workers, those at the very bottom
of the pay scale.

No one asserts that raising the mini-
mum wage will correct everything, but
it certainly will make an important
difference to those who are on the low
end of the income scale. It is argued, of
course, that raising the minimum wage
is going to cost jobs. Actually, there
are studies that go both ways on this.
Recently, there have been some very
reputable studies that have found no
evidence that the increase in wages re-
sults in reduced employment opportu-
nities. One study in particular ana-
lyzed wage increases that were made in
New Jersey and reached that conclu-
sion.

Others have found that during the
late 1980’s, moderate legislative in-
creases did not reduce employment and
were, if anything, associated with high-
er unemployment in some locales.

Robert Solo, a distinguished Nobel
laureate, distinguished professor of ec-
onomics at MIT, was quoted in the New
York Times as saying:

The main thing about minimum wage re-
search is that the evidence of job loss is
weak and the fact that evidence is weak sug-
gests that the impact on jobs is small.

So I want to try to lay to one side
this constant assertion that if you
raise the minimum wage, you are going
to cost a lot of people jobs.

The counter to that, in addition to
not costing them a lot of jobs, is that
you will significantly improve the liv-
ing standards of people receiving the

minimum wage. Of course, as I have in-
dicated, this is a two-step increase that
is proposed in the KENNEDY amend-
ment, a 45-cent increase from $4.25 to
$4.70 now and another 45-cent increase
from $4.70 to $5.15 in the middle of next
year. So you would have a two-step
process to take the minimum wage
from $4.25 an hour to $5.15 an hour.

Mr. President, I do not think we need
a long argument about the equity and
fairness of doing this. The statistics
are very clear on that point. We know
that people have been, in effect, slip-
ping backward as a consequence of not
raising the minimum wage now for 7
years, going on 8 years, this is the situ-
ation we are now confronting.

But the real difficulty occurs in the
amendment that is going to be offered
by my colleagues on the other side, the
Republican amendment, which they
portray as their having a commitment
to raising the minimum wage, but they
just want to make some fine-tuning of
it. Let us take a look at the fine-tun-
ing, because it really is a shell game
and the consequences of it would be
very detrimental.

First of all, they propose an exemp-
tion for employees who are on the job
in the first 6 months. In other words,
the first 180 days, you would get a sub-
minimum wage. That is for workers of
all ages.

Previously, we have had a lesser
wage for a very limited period of time
for young workers; very limited, both
in time and to the age group to which
it applies, a so-called training wage.
Unfortunately, a lot of training never
took place, but, in any event, that was
the theory of it.

Now we are confronted with an ex-
emption that would deny a minimum
wage increase to all workers—all work-
ers—regardless of age or experience for
the first 6 months of their employment
with any employer. In effect, you could
begin to create a permanent class of
subminimum wage workers. In fact, at
the lower wages, workers are often
changing jobs. They would be recir-
culated during this 180-day exemption.
They would be kept at $4.25. This is a
very bad concept, and it opens up an
incredible loophole that could be ex-
ploited in the law to violate the very
spirit of raising the minimum wage.

The other proposal, as I understand
it, in the Republican amendment which
will be offered by my colleagues on the
other side of the aisle, is to deny a
minimum wage increase to employees
in any company with less than $500,000
in annual revenues. So anyone who
works in a company that has less than
$500,000 in annual revenues—that is
$10,000 a week in annual revenues, and
we are talking now about a number of
small businesses, well over 10 million
employees—would be excluded alto-
gether. They would just be exempted.
Now, that means that many employees
now covered by the minimum wage
provisions—in other words, who receive
the benefit of current law that requires
they be paid the minimum wage—would
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then be placed outside of the param-
eters with respect to any increases in
the minimum wage.

So, in effect, while asserting that
they are extending the minimum wage
on the one hand, they are taking it
away on the other with respect to em-
ployees now covered in businesses that
have revenues of less than $500,000 a
year, and there are a significant num-
ber of such employees—in the millions,
in the millions.

So, for the first time since the mini-
mum wage was instituted in the 1930’s,
we are actually reducing coverage in a
significant and substantial manner.
That is why so many of us are assert-
ing that what we really ought to do is
have a clean minimum wage bill, and
that is what the President has indi-
cated he very much wants. We have
done that in the past in Republican and
Democratic administrations.

The PRESIDING OFFICER. The
Chair advises the Senator from Mary-
land that he has utilized his 10 min-
utes.

Mr. MOYNIHAN. I will be happy to
yield another 5 minutes.

Mr. SARBANES. I appreciate it.
So in the past, in both Democratic

and Republican administrations, we
have increased the minimum wage. We
usually have argued about how much
to increase it and when to make it ef-
fective, and that usually has been the
limit of the debate.

Now we are confronted with a situa-
tion in which there is an effort to in-
crease it, which, by every survey, com-
mands overwhelming support amongst
the American people, and then we are
confronted with, as it were, the subter-
fuges which will erode the meaning of
the extension in the minimum wage.

The provision that I made reference
to of a 180-day period at the old wage
for everyone, regardless of age, and for
the exclusion from coverage of this in-
crease in the minimum wage of any
business with revenues of under $500,000
a year, many of the workers of such
businesses are today covered under the
minimum wage law. But by the provi-
sions of the amendment to be offered
by my Republican colleagues, they
would then be excluded.

It ought not to be necessary to go
through the really heart-rending sto-
ries of people trying to make it on a
minimum wage in order to see the de-
cency of enacting this modest increase.

Forty percent of those at minimum
wage salaries are single parents trying
to support their children. At a mini-
mum wage today they have a year-
round income of $8,500. This places
them well below the poverty level. This
effort here, of course, to raise the mini-
mum wage and bring additional income
to these families would help them to
meet their bills and in effect to begin
to see some light at the end of the tun-
nel.

I know this measure is opposed by
some of the small business associa-
tions, although I am interested to note
that a number of small businesses are

in support of this proposition. As I in-
dicated, at a press conference earlier
today, there was testimony by a num-
ber of owners of small businesses in
support of this measure.

The decrease in the value of the min-
imum wage has served to widen the
gulf between the wealthiest and the
poorest in our society. In fact, as I in-
dicated earlier, the real value of the
minimum wage has deteriorated mark-
edly. It will be at its lowest real value
in the last 40 years if Congress fails to
take action.

In the late 1950’s, in fact, the real
value of the minimum wage was more
than $5 an hour by today’s standards.
In the mid-1960’s it peaked at $6.28. If
you were making the minimum wage in
the mid-1960’s, to have that purchasing
power today, you would have to have a
minimum wage of $6.28 an hour.

So it is not as though we are asking
for some extraordinary thing here. It is
not as though the increases that are
being sought are out of some long-term
trend. If anything, they are exceed-
ingly modest. In the late 1950’s, the
minimum wage available then in pur-
chasing power was better than $5 an
hour at today’s purchasing power lev-
els. By the mid-1960’s it was $6.28 an
hour.

Congress has failed to respond to the
erosion of the value of the minimum
wage over time. We now confront the
situation where $4.25 an hour in pur-
chasing power is the least it has been
in 40 years.

More than 70 percent of all minimum
wage earners are 20 or above. The vast
majority, about 60 percent, are women,
many of them single heads of house-
holds. The time has come and gone for
an increase in this minimum wage. It
was last modestly raised in the Bush
administration. I think obviously we
need to raise it again.

We need especially not to support
this effort by my Republican col-
leagues in their amendment to carve
out exemptions that, in effect, will
render much of this meaningless. I
mentioned two things: the exclusion of
employees of businesses earning below
$500,000 a year, which takes any in-
creases in minimum wage protection
away from workers now covered; a sub-
stantial number of workers. I also men-
tioned, of course, the fact that there is
a subminimum wage for 180 days, for 6
months. Then, if that worker moves,
because often those jobs come and go,
they move into another low-wage job
and get another 180 days at a submini-
mum wage.

The third thing, which was not men-
tioned earlier in my references, is the
effective date for the application of the
minimum wage. The proposal of my
Republican colleagues is to delay it
until the beginning of next year, delay
it for 6 months, in effect. This would
obviously cost a minimum wage em-
ployee about $875 in the course of that
period of time, just deny that increase.
I defy anyone to make the case that
someone should be able to support a

family on $8,500 a year, which is what
the current minimum wage works out
to, $8,500 a year.

So, Mr. President, I very much hope
when the Senate comes to the vote,
that the Republican amendment will be
rejected, that we will support the prop-
osition put forward by the Senator
from Massachusetts and the Senate
will finally approve an increase in the
minimum wage, which is so important
for literally millions of workers and
their families across our country. I
thank the distinguished ranking mem-
ber for yielding to me.

Mr. MOYNIHAN. I thank my friend
from Maryland.

Mr. President, the distinguished Sen-
ator from North Dakota would like to
speak at this point. Could I ask how
much time he might require?

Mr. DORGAN. Mr. President, 7 min-
utes, 8 minutes.

Mr. MOYNIHAN. Fine. Could I ask it
be charged against the amendment of
the Senator from Massachusetts as we
are running out of time?

The PRESIDING OFFICER. The
Chair recognizes the Senator from
North Dakota.

Mr. DORGAN. I very much appre-
ciate the courtesy of the Senator from
New York.

Mr. President, I thought I would read
a couple of paragraphs from a letter to
demonstrate that this debate is not
about theory, although we debate a lot
of theory here on the floor of the Sen-
ate. This debate is about the financial
circumstances of a lot of families in
our country. This letter comes from a
woman in North Dakota who describes
the debate pretty well.

She said,
Today it takes every dime we make to

make ends meet, and that is only if we
stretch it to the breaking point. We don’t
have any credit cards. We drive 10- to 15-
year-old vehicles, so my husband has recy-
cled. We shop only in thrift stores and at ga-
rage sales, and we do a lot of praying. We’re
better off, I know than a lot of other people
who, for instance, have to live on the street.
But how far are we from that? We are in the
forgotten group of people called the working
poor, the people that fall through the cracks
of government. I beg you shamelessly, for
the sake of my children, to please help us
find a glimmer of hope to help us dig our way
out of this hopelessly grim situation.

This from a mother of three children,
struggling at the bottom rung of the
economic ladder, who is trying to make
ends meet and finding it very, very dif-
ficult.

Recently there was a story in the
Washington Post with a headline that
said that CEO’s salaries were up 23 per-
cent last year. The chief executive offi-
cers of the major corporations in
America received a 23-percent increase
in their compensation in 1 year.

This woman, and others like her, who
are struggling to raise a family at the
minimum wage and trying to make
ends meet, who are working and not on
welfare, did not receive a 23-percent in-
crease last year. They did not receive a
1-percent raise last year, not a 1-per-
cent raise the year before. It has been
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7 years since an adjustment in the min-
imum wage was made. In late 1989,
Congress adjusted the minimum wage.
That’s one adjustment in 17 years.

Again, this debate is not about the-
ory for a family who is trying to raise
children. This person whose letter I
read got pregnant in high school, made
some mistakes, never got employment
skills. Her husband never got job skills.
So they entered the job market rel-
atively unskilled, and have always
been somewhere at the bottom of the
economic ladder.

It is almost as if we have two econo-
mies in our country; one doing very,
very well, with 23 percent raises and
the stock market at a record high.
Then we see others at the bottom rung
of the economic ladder just struggling
day after day after day to try to keep
up and to make ends meet.

The Senator from New York, Senator
MOYNIHAN, has spent a good deal of his
life talking about the issue of reform-
ing our welfare system. There is no one
whose opinion I respect more than the
Senator from New York on these sub-
jects. He would know, especially of all
the Members of the Senate, that the
vote that we will take in the Senate is
a vote that evaluates the question, Do
we value work over welfare?

The Senator from New York has
made a career of trying to figure at
how we can fix this welfare system and
make it work, so you move people from
welfare rolls to payrolls. Most people
on welfare I know do not want to be on
welfare. They much prefer to have the
skills needed to get a good job and take
care of their families.

We must talk about the question of
welfare reform and enact legislation
that does the right things to try to ad-
dress the welfare problem in this coun-
try, and does it, as the Senator from
New York says, without abandoning
our children. Two-thirds of the welfare
expenditures in this country are for
kids under 16 years of age. Would we
have people tell us those folks ought to
go out and get a job—10- and 12-year-
old kids? Most people would say, ‘‘Let’s
help those children.’’

Others on welfare are stuck in the
cycle. To the extent we want them to
move from a welfare roll to a payroll,
we want them to get a job, then we
have to value work over welfare. One
way we can do that in this Congress is
to decide that we will not keep people
stuck at the bottom rung of the eco-
nomic ladder without even a 1-percent
increase in the minimum wage in 7
years. We will finally make some ap-
propriate and modest adjustments.

This is truly a vote, it seems to me,
that does determine, do we value work
over welfare? You cannot talk about
this and then try to undercut the
earned income tax credit and try to ig-
nore the issue of the minimum wage
and the problems people have at the
bottom of the economic ladder.

I was in a pizza parlor in North Da-
kota. A fellow that ran the pizza parlor
said to me that he supported an in-

crease in the minimum wage. I thought
to myself, this is very unusual, this is
a very small pizza parlor. He said, ‘‘The
fact is, the folks that come in and buy
pizza, I want them to do well, and I
have a lot of folks who do not make a
lot of money. I figure if we have an in-
crease or an adjustment in the mini-
mum wage in an appropriate way, I fig-
ure it will help me, as well.’’

I went to a small dressshop while I
was touring Main Street of one of our
towns in North Dakota, stopping and
visiting with some people. The man-
ager of the dressshop and I were chat-
ting about the minimum wage and she
said, ‘‘I don’t own the shop, I manage
the shop, but our owner has three shops
like this, and our owner says he thinks
it is probably a pretty decent thing be-
cause the kind of people who shop in
our stores will probably do a little
more shopping in our stores if they get
an adjustment in minimum wage. Our
owner says it is probably something
that is overdue.’’

I thought to myself, this is kind of
interesting. You find businesses as dis-
parate as a pizza parlor and a small
dressshop in a small town where they
say that a minimum wage adjustment
makes sense. I suppose that this is re-
flected in the polls that show that 80 to
85 percent of the American people
think it makes sense to have an adjust-
ment in the minimum wage.

I am not unmindful of the burdens
that small business owners face in our
country. To the extent that we can, we
always ought to be concerned about
the small business owners who risk
their money and their assets in order
to try to make a living. Many of them
work long hours without great com-
pensation. Many of them are very lev-
elheaded people. Most of them are
thoughtful, good people, who also un-
derstand there is a reason we have a
minimum wage in our country.

If you believe there ought to be a
minimum wage, the only question be-
fore us is, How often should we adjust
it? Once every 7 years, or once every 70
years? That is the question.

There are some Members of the Sen-
ate, I assume, who believe there ought
not be a minimum wage. There is a
Member of the other body, a prominent
Member, who believes the minimum
wage is an awful thing and there ought
not be any minimum wage at all. There
are some people who think there ought
not be any prohibition on hiring kids
to work at 12 cents an hour. There are
some with that kind of radical notion.
But most of this country has moved
well beyond that, and we have child
labor laws that are thoughtful, and we
have minimum wage provisions that
are thoughtful and modest.

The discussion now between those of
us who believe a minimum wage is ap-
propriate is, at what level should the
minimum wage be set? Should we ad-
just it after 7 years, after the 1989 ad-
justment, after virtually all of the gain
from that adjustment has been wiped
out? Should we make another adjust-

ment—a thoughtful, moderate adjust-
ment?

I think most people come down on
the side of saying, yes, this makes a lot
of sense. This is not radical. It is not
politics. It is about people’s financial
circumstances, as they sit around and
eat supper and talk about their lot in
life. For many of them, it is talking
about what their salary is, what their
opportunities are.

So, to conclude, a few of us had a
press conference this morning, and we
had some small business people who
made the case, I thought eloquently,
that they supported a moderate adjust-
ment in the minimum wage. I found
that walking up and down Main Streets
and talking to people, that people who
think this through believe what is fair
is fair.

We are not asking for the moon here.
We are responding to this woman—and
millions of others, undoubtedly—who
says, ‘‘I beg you, for the sake of my
children, please help us find a glimmer
of hope to help us dig our way out of
this hopelessly grim situation.’’ She is
just asking that maybe she and her
husband, who do not have it so good—
they lost their trailer house in a fire,
are having trouble buying clothes for
her kids, are having trouble paying the
rent and buying food—that maybe we
will not let them see a little more op-
portunity.

The adjustment in the minimum
wage is a small price to pay, in this
body, to begin to honor work above
welfare. This family and so many mil-
lions of others are working. They are
not on the welfare rolls. And this
amendment, this adjustment will say
to them, ‘‘We give great merit to work,
sufficiently so that we believe those of
you at the bottom rung of the eco-
nomic ladder, after 7 years, deserve a
modest increase.’’

We stand for work, not welfare. That
is what this vote will be.

I appreciate the generosity of the
Senator from New York. I yield the
floor.

The PRESIDING OFFICER. The
Chair recognizes the Senator from New
York.

Mr. MOYNIHAN. Mr. President, I
wanted for say how emphatically I sup-
port each of the statements we have
just heard. It is embarrassing at this
point in the 20th century that we have
to go to this effort just to maintain the
value of an economic guarantee that
has been with us for 60 years. It is as if
the 20th century did not happen on the
other side of the aisle, or should not
have.

I hope the woman, the lady who
wrote the Senator, will not have done
so in vain. A beautiful letter and beau-
tifully described.

Mr. SARBANES. Will the Senator
yield?

Mr. MOYNIHAN. I am happy to yield
to the Senator.

Mr. SARBANES. Mr. President, I
want to add an additional point. That
is, I think many employers are sup-
portive of an increase in the minimum
wage.
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In fact, the employers who spoke at

this press conference this morning in-
dicated they were in favor of raising
the minimum wage. One of the press
people said, ‘‘If you are in favor of it,
why do you not just go ahead and do it,
and voluntarily raise it in your busi-
ness?’’

This lady had an immediate come-
back, right on point. She said, ‘‘If all
my competitors will raise their wages,
their payrolls, then I am quite pre-
pared to do it. Otherwise, I am placed
at a competitive disadvantage.’’

In effect, under the current system,
the only employer who is not respon-
sive to the needs of his employee, in ef-
fect, dictates the standard, and it is all
brought down to the lowest common
denominator. For many employers,
this enables them to do what they
think ought to be done in any event—
that is, give their employees a better
wage. It will be done with a level play-
ing field in terms of competition, so
that employer—and I think there are
not all that many—if they refuse to go
up, they can be at a competitive advan-
tage against those people who are more
responsive to the needs of their em-
ployee and who understand the pres-
sures that are upon them in today’s
age.

This, in many respects, for many em-
ployers, means they have an oppor-
tunity to do what they think ought to
be done, in any event. I want to make
it clear, I think there are a great many
employers across the country who take
that position. They are not opposed to
raising the minimum wage. They rec-
ognize that by raising the minimum
wage, you keep the competition on a
level playing field, and therefore they
support the measure that is before the
Senate.

I very much hope, as the Senator
from New York said, when we meet to-
morrow we will be able to act in a posi-
tive manner on this very important
matter.

Mr. MOYNIHAN. If I may say to my
friend from Maryland, for a century it
has been a well-understood principle
that with respect to labor legislation,
its primary purpose is not to put at a
disadvantage employers who will pro-
vide better wages and conditions. We
have done this not only internally, but
through the International Labor Orga-
nization. We had labor treaties to do
just that. We had to deal with child
labor in those terms so that the em-
ployer would not put 12-year-olds in
coal mines, which we had, would not be
at a disadvantage more than one who
would.

Mr. SARBANES. If the Senator will
yield, is that not exactly what this leg-
islation does?

Mr. MOYNIHAN. Exactly. What I
cannot understand—and I do not think
the Senator from Maryland can help
me—is that I thought this was all un-
derstood 50 years ago. Evidently not.
We will find out tomorrow.

Mr. SARBANES. Actually, the pro-
posal, I think, coming from our col-

leagues on the Republican side is really
a radical proposal.

Mr. MOYNIHAN. This has been a con-
sensus on both sides of the aisle for 60
years, including President Eisenhower,
President Nixon and President Bush.
We will see.

Mr. President, I ask unanimous con-
sent to speak, with the time to be allo-
cated against the underlying bill, H.R.
3448, the Small Business Job Protec-
tion Act of 1996.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. MOYNIHAN. Mr. President, this
bill, H.R. 3448, the Small Business Pro-
tection Job Act of 1996, has two titles.
Title I is Small Business and Other Tax
Provisions. This was considered on
June 12 by the Committee on Finance,
which reported the bill unanimously
with a committee amendment. Title II,
Payment of Wages, contains the in-
crease in the minimum wage we have
been discussing.

I want to address some of the more
important provisions in the small busi-
ness portion of the bill, and then make
a more general point about the provi-
sion increasing the minimum wage.

Section 1202 of this bill extends em-
ployer-provided educational assistance
until December 31, 1996. That is for the
remainder of this year. It also applies
the provision to graduate education,
which the House bill did not. At this
point, about one-quarter of the employ-
ees sent to teaching institutions, insti-
tutions of higher learning, are, in fact,
in graduate school, and the value of
this program is particularly evident in
the case of persons sent to do post-
graduate work in highly technical
areas. Employers recognize the abili-
ties of the individuals, see the opportu-
nities for bringing them to higher lev-
els of productivity, and pay them more
in the process.

This measure, which is one of the
least known but exceptionally reward-
ing features of our Tax Code was first
enacted in 1978. We have never made it
a permanent provision. We ought to do
that. It ought to be one of the first
businesses of the next Congress, be-
cause, absent the additional extension
I will describe in a moment, it will
have expired once again by the time
the next Congress convenes. Employer-
provided educational assistance is in
this measure made retroactive, permit-
ting employees to exclude from their
income up to $5,250 in tuition paid for
by their employers. In other words, it
allows employers to send employees to
college or graduate school tax free.

I venture to say that the employer-
provided educational assistance pro-
gram is one of the most successful ef-
forts ever undertaken by the Federal
Government in this area. Some 800,000
employees benefit from this provision
every year. And they benefit in the
most auspicious of circumstances. An
employer says, ‘‘Will you go to grad-
uate school and get an advanced degree
in chemistry so we can put you in a
higher position than you are now in?

Then you will be in the higher position
and earn more money and, in time, the
Federal Government gets it back.’’

So many of our job training pro-
grams have depended on hoping that in
the aftermath of the training there will
be a job. Here you have a situation
where the employer already has the
worker and the employee sees the op-
portunity to enlarge his or her situa-
tion, and to do so in a way that is opti-
mal for all concerned. Now, 95 percent
of the persons involved are pursuing a
degree or certificate; 35 percent are en-
rolled in business and business-related
fields, such as accounting, finance,
marketing, and business administra-
tion; 12 percent are enrolled in health
care-related curricula; another 18 per-
cent are in engineering and other tech-
nical fields.

I say, once again, this is a program
that works. It administers itself. It has
the least possible overlay of bureauc-
racy; it has none. There is no bureau of
employer-provided education benefits
in the Department of Education. There
is nothing except individual contracts,
employee and employer, with a great
value added. I say again that it pays
for itself.

I am happy to say that the managers’
amendment, which we expect will be
adopted tomorrow, will provide for an
extension through the end of 1997. So it
would be a good thing if we would look
to the next Congress to make this a
permanent arrangement. Right now,
almost a million employees do not
know whether or not they owe income
tax on the benefits—the educational
tuition paid for them in the course of
this previous year. We now do it retro-
actively. But this is something that
can be made a permanent part of the
Tax Code. I think the distinguished
Presiding Officer would know that uni-
versities find this an exceptionally re-
warding arrangement and, particu-
larly, in the technical fields where seri-
ous job skill training takes place.

I also mention that the Senate ver-
sion of the expatriation tax proposal
has been included in this bill. Earlier
in this Congress, there was some ques-
tion about whether the Finance Com-
mittee was going to address this mat-
ter, and we had rather a lively ex-
change on this floor to that effect. I
said at the time that we would, and we
have done it. This is a variation of a
bill I first introduced in 1995 to address
the problem presented when wealthy
citizens renounce their U.S. citizenship
and move abroad in order to escape
taxation. Although expatriation to
avoid taxes occurs infrequently, and it
is not a seemly act, it does occur, and
it is a genuine abuse.

I would like to say for the RECORD
that this is important, Mr. President.
When the issue first arose in 1995, we
had meant to move directly at that
time. Then-chairman of the Finance
Committee, Senator Bob Packwood of
Oregon, and I said this is something to
be dealt with directly. At that time, a
number of legal scholars in the field of
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international law raised questions con-
cerning the propriety under inter-
national law of restricting the rights of
persons to leave the country of which
they are a citizen. We took this seri-
ously, as we were required to, and put
off the legislation until we could sat-
isfy ourselves—and the critics who had
offered good faith comments—that we
were doing something that would pass
muster as not restricting the right of
emigration. This bill does that, in our
judgment, and does it very well indeed.

One might think this is a small
measure, and perhaps some have sug-
gested it was. But this provision, the
expatriation provision in the Senate
bill, raises $1.57 billion over 10 years.
The modified provision in managers’
amendment that will be offered tomor-
row increases that to a total of $1.71
billion, which suggests that what may
have been a relatively rare event up
until recently is gathering momentum,
and we will now stop it. And stop it we
ought. The idea of millionaires, multi-
millionaires, renouncing their citizen-
ship and moving to the Bahamas is—
well, it is not seemly. I need say no
more.

A final observation about the small
business title of the bill. To pay for the
small business tax relief provisions,
which will cost approximately $17 bil-
lion, we are providing for a tax cut of
$17 billion. We are phasing out section
936 of the Internal Revenue Code over
10 years.

This measure, which dates from the
1920’s, was originally intended to en-
courage American business to locate in
the Philippines. For a generation now,
it has been almost entirely a matter of
Puerto Rican business activity, and
has been very important to the econ-
omy of Puerto Rico.

On the other hand, there comes a
time when a measure of this sort has
been in place long enough and it is rec-
ognized—not precipitously but with
good notice—that the time has come to
phase it out. The division of opinion on
this question in Puerto Rico is prob-
ably associated with proponents of
statehood and proponents of maintain-
ing the commonwealth relationship.
We have done our best to accommodate
the people of Puerto Rico and their
elected officials. They are not rep-
resented on the Senate floor. We have a
profound responsibility to that posses-
sion which we obtained just short of 100
years ago in the aftermath of the Span-
ish-American War.

I might add again, Mr. President,
that this bill was reported from the
Committee of Finance unanimously. It
was bipartisan. It was the judgment of
persons we found most persuasive that
we should follow the shift we made in
1993 by encouraging the tax credit for
actual job creation as against the de-
preciation of patents and other ar-
rangements which had been possible
under the earlier regime.

I have been on the Senate floor for 20
years talking about this matter. I have
tried to make it clear that the United

States had an obligation not simply to
the people of Puerto Rico but to the
international community. Every Presi-
dent since Harry S. Truman has said
that the people of Puerto Rico are free
to remain a commonwealth—if they
choose—to become a State, or to
choose independence. And that option
exists to this moment.

But the time for this particular tax
subsidy in this form seems now to have
reached a point where we would say,
‘‘All right, let us have done with it in
the early 21st century.’’ And this legis-
lation does so. It is bipartisan. We hope
it works. We have concerned ourselves
solely, or I would like to think pri-
marily, with what seems to be the best
interests of Puerto Rico. And we have
consulted with their elected represent-
atives in this regard.

I would particularly like to express
my appreciation to Chairman ROTH,
who has been wholly cooperative in
this matter and in particular in mak-
ing the wage-based credit permanent
for existing companies.

I hope that at a later time we can
work together to do more to provide
incentives for new investment for
Puerto Rico, not just for existing com-
panies but for new companies as well,
but that, too, is for the next Congress.
I look forward to working with our
committee and the Senate itself in this
regard.

I say once again that we must remain
conscious of a very solemn responsibil-
ity to the people of Puerto Rico, who
are not represented in this Chamber
but who are American citizens, who
have the right to be respected, whose
rights are to be respected, and whose
interests are to be advanced.

This brings me to the minimum wage
title of the bill, which after all is the
reason we have taken the trouble to
write a package of small business tax
relief provisions. Many members of the
majority, particularly in the other
body, believe that an increase in the
minimum wage would harm small busi-
nesses. Therefore they demanded off-
setting tax relief for those businesses.

Senators on our side did not feel any
sweetener should be required in order
to pass a long overdue increase in the
minimum wage, but even so we tried to
be accommodating. We worked on a bi-
partisan basis to craft a small business
tax relief bill all Senators could sup-
port.

Yet now we are told this is not
enough. The price for passage of the
minimum wage increase keeps going
up. Tomorrow the Senate will vote on
an amendment to exempt from the
minimum wage businesses with less
than $500,000 per year in sales; permit a
subminimum wage of $4.25 per hour for
newly hired workers; and delay the in-
crease in the minimum wage for 6
months.

I hope Senators will keep this mini-
mum wage increase in perspective. Yes,
an increase in the minimum wage will
reduce demand for labor somewhat.
But if you are looking for a painless

time to do it, now is the time. The cur-
rent economic expansion is in its 65th
month. Unemployment is down to 5.3
percent. Two weeks ago, the Washing-
ton Post reported that serious labor
shortages are developing around the
United States, so much so that some
fast-food franchises are paying sub-
stantial signing bonuses to new em-
ployees. So now is the time to phase in
a higher minimum wage. Our expand-
ing economy will easily adjust to it.

When the Finance Committee took
up this legislation 3 weeks ago, we un-
derstood that the small business provi-
sions were necessary to get the mini-
mum wage increase enacted. And we
reported the bill unanimously. I hope
the Senate will defeat the amendment
of the Senator from Missouri tomor-
row, and that we will then approve
H.R. 3448 overwhelmingly and without
further delay.

Mr. President, I believe my time may
have expired.

The PRESIDING OFFICER. The
Chair advises the Senator from New
York that there are 6 minutes remain-
ing on the Kennedy amendment.

Mr. MOYNIHAN. Mr. President, I will
now suggest the absence of a quorum
as I see no Senator wishing to be heard.
I ask that the time be equally divided.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. MOYNIHAN. Mr. President, I
think we are going to find ourselves in
a situation where we will want to add
to the time available for debate tomor-
row. But I do not see anyone on the
floor at this point. I suggest the ab-
sence of a quorum, and I will return
momentarily with some thought.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. BOND. Mr. President, I ask unan-
imous consent that the order for the
quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

AMENDMENT NO. 4272

(Purpose: To modify the payment of wages
provisions.)

Mr. BOND. Mr. President, earlier
today the majority leader submitted
my amendment to this bill, amend-
ment No. 4272. I believe it is held at the
desk. I would like to call up that
amendment now, please.

The PRESIDING OFFICER. The
clerk will report.

The bill clerk read as follows:
The Senator from Missouri [Mr. BOND] pro-

poses an amendment numbered 4272.

Mr. BOND. Mr. President, I ask unan-
imous consent that reading of the
amendment be dispensed with.

The PRESIDING OFFICER. Without
objection, it is so ordered.

The amendment is as follows:
Strike title II and insert the following:

TITLE II—PAYMENT OF WAGES
SEC. 2101. PROPER COMPENSATION FOR USE OF

EMPLOYER VEHICLES.
(a) SHORT TITLE.—This section may be

cited as the ‘‘Employee Commuting Flexibil-
ity Act of 1996’’.
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(b) USE OF EMPLOYER VEHICLES.—Section

4(a) of the Portal-to-Portal Act of 1947 (29
U.S.C. 254(a)) is amended by adding at the
end the following: ‘‘For purposes of this sub-
section, the use of an employer’s vehicle for
travel by an employee and activities per-
formed by an employee which are incidental
to the use of such vehicle for commuting
shall not be considered part of the employ-
ee’s principal activities if the use of such ve-
hicle for travel is within the normal com-
muting area for the employer’s business or
establishment and the use of the employer’s
vehicle is subject to an agreement on the
part of the employer and the employee or
representative of such employee.’’.

(c) EFFECTIVE DATE.—The amendment
made by subsection (b) shall take effect on
the date of the enactment of this Act and
shall apply in determining the application of
section 4 of the Portal-to-Portal Act of 1947
to an employee in any civil action brought
before such date of enactment but pending
on such date.
SEC. 2102. MINIMUM WAGE INCREASE.

(a) SHORT TITLE.—This section may be
cited as the ‘‘Minimum Wage Increase Act of
1996’’.

(b) AMENDMENT TO MINIMUM WAGE.—Sec-
tion 6(a) of the Fair Labor Standards Act of
1938 (29 U.S.C. 206(a)) is amended by striking
‘‘(a) Every’’ and all that follows through
‘‘$4.25 an hour after March 31, 1991;’’ and in-
serting the following: ‘‘(a) An employer shall
pay to an employee of the employer the fol-
lowing wage rate in accordance with the re-
quirements of this subsection:

‘‘(1)(A) in the case of an employee who in
any workweek is employed in an enterprise
engaged in commerce or in the production of
goods for commerce, not less than $4.25 an
hour during the period ending on December
31, 1996, not less than $4.75 an hour during
the year beginning on January 1, 1997, and
not less than $5.15 an hour after December 31,
1997;

‘‘(B) in the case of an employee who in any
workweek is engaged in commerce or in the
production of goods for commerce, but is not
employed in an enterprise engaged in com-
merce or in the production of goods for com-
merce, not less than $4.25 an hour;’’.

(c) CONSTRUCTION.—Section 6 of the Fair
Labor Standards Act of 1938 (29 U.S.C. 206) is
amended by adding at the end thereof the
following new subsection:

‘‘(h) Nothing in this section shall be con-
strued as affecting any exemption provided
under section 13.’’.
SEC. 2103. FAIR LABOR STANDARDS ACT AMEND-

MENTS.
(a) COMPUTER PROFESSIONALS.—Section

13(a) of the Fair Labor Standards Act of 1938
(29 U.S.C. 213(a)) is amended—

(1) by striking the period at the end of
paragraph (16) and inserting ‘‘; or’’; and

(2) by adding at the end thereof the follow-
ing new paragraph:

‘‘(17) any employee—
‘‘(A) who is a computer systems analyst,

computer programmer, software engineer, or
other similarly skilled worker;

‘‘(B) whose primary duty is—
‘‘(i) the application of systems analysis

techniques and procedures, including con-
sulting with users, to determine hardware,
software, or system functional specifica-
tions;

‘‘(ii) the design, development, documenta-
tion, analysis, creation, testing, or modifica-
tion of computer systems or programs, in-
cluding prototypes, based on and related to
user or system design specifications;

‘‘(iii) the design, documentation, testing,
creation, or modification or computer pro-
grams related to machine operating systems;
or

‘‘(iv) a combination of duties described in
clauses (i), (ii), and (iv) the performance of
which requires the same level of skills; and

‘‘(C) who is compensated on an hourly
basis and is compensated at a rate of not less
than $27.63 an hour.’’.

(b) TIP CREDIT.—Section 3(m) of the Fair
Labor Standards Act of 1938 (29 U.S.C.
203(m)) is amended—

(1) by striking ‘‘(m) ‘Wage’ paid’’ and in-
serting ‘‘(m)(1) ‘Wage’ paid’’; and

(2) by striking ‘‘In determining the wage’’
and all that follows through ‘‘who customar-
ily and regularly receive tips.’’ and inserting
the following:

‘‘(2)(A) In determining the wage an em-
ployer is required to pay a tipped employee,
the amount paid such employee by the em-
ployee’s employer shall be an amount equal
to—

‘‘(i) the cash wage paid such employee
which for purposes of such determination
shall be not less than the cash wage required
to be paid such an employee on the day pre-
ceding the date of enactment of this para-
graph; and

‘‘(ii) an additional amount on account of
the tips received by such employee which
amount is equal to the difference between
the wage specified in subclause (i) and the
cash wage in effect under section 6(a)(1).

‘‘(B) Subparagraph (A) shall not apply with
respect to any tipped employee unless—

‘‘(i) such employee has been informed by
the employer of the provisions of this sub-
section; and

‘‘(ii) all tips received by such employee
have been retained by the employee, except
that this subsection shall not be construed
to prohibit the pooling of tips among em-
ployees who customarily and regularly re-
ceive tips.’’

(c) OPPORTUNITY WAGE.—Section 6 of the
Fair Labor Standards Act of 1938 (29 U.S.C.
206) is amended by inserting after subsection
(f) the following new subsection:

‘‘(g)(1) In lieu of the rate prescribed by sub-
section (a)(1), any employer may pay any
employee of such employer, during the first
180 consecutive calendar days after such em-
ployee is initially employed by such em-
ployer, a wage which is not less than $4.25 an
hour.

‘‘(2) No employer may take any action to
displace employees (including partial dis-
placements such as a reduction in hours,
wages, or employment benefits) for purposes
of hiring individuals at the wage authorized
in paragraph (1).

‘‘(3) Any employer who violates this sub-
section shall be deemed to have violated sec-
tion 15(a)(3).’’.

Mr. BOND. Mr. President, this is an
amendment that merely carries out the
intent that Congress has shown on
many occasions to exclude the smallest
of the small employers from the bur-
dens of a minimum wage. Basically, it
says that for firms grossing less than
$500,000, the small mom and pop busi-
nesses, the folks in your neighborhood,
the people who are just getting by and
providing a few jobs in their commu-
nity, will not be subjected to the in-
crease in the minimum wage. This does
not say that their workers will not be
protected by the current minimum
wage or by Federal overtime provi-
sions. It just says that we are not going
to put another burden on the backs of
those very small employers by ordering
them to add 20 percent to their payroll
costs for those who are employed at
minimum wage.

As the Clinton administration’s own
Administrator of the Small Business

Administration, Phil Lader, said, this
kind of exemption, this two-tiered sys-
tem makes sense. It protects minimum
wage jobs in the smallest business and
it protects small business.

Those of us who have talked with
and, more importantly, listened to
small business people throughout this
country know that the burdens of Gov-
ernment regulation, Government man-
dates fall very heavily on small busi-
ness. This amendment just says we are
not going to put another mandate, an-
other heavy financial burden, on the
very smallest of the small employers
on Main Street in your community and
my community.

Earlier today, the Senators from
Massachusetts and South Dakota stat-
ed the reasons they opposed my amend-
ment. I am here to set the record
straight about what my amendment
does and does not do.

First, contrary to their assertions,
this amendment is not a killer amend-
ment. It simply means that the small-
est of the small businesses will not
have to lay off some of their workers in
order to comply with the law.

Who says that is a killer amend-
ment? What forces are telling the
President that he cannot protect the
smallest of the small businesses and
give all of the rest of minimum wage
workers a minimum wage increase?
What kind of logic would say that you
cannot have it for anybody if you pro-
tect just the employees and the small-
est businesses grossing under $500,000?

The Senators from Massachusetts
and South Dakota would have you be-
lieve that the debate is only about
whether or not people should be paid
more. Would I like to see working
Americans earn more money? Abso-
lutely. I believe that everybody who
has joined me as a cosponsor of this
amendment and who will vote for this
amendment would agree. But the way
to get increases in wages is through in-
creases in productivity, getting the
training, getting the experience that
often minimum wage workers are get-
ting in their very first job. We expand
the opportunity for a training wage so
people can get off welfare and into
work or start on the work ladder. That
experience is vital to getting them bet-
ter paying jobs in the future. If you in-
crease the minimum wage for the
smallest of the employers, there are
real tradeoffs. The smallest of the
small employers, American businesses
grossing under $500,000 per year, will, in
my view, be forced to lay off workers.
That is the bottom line. An increase in
wages with no increase in productivity
and revenues means lost jobs.

Here is how it works. Say your neigh-
bors own a small grocery store. They
have a payroll budget of $85,000 avail-
able for wages. How do we know what
is available for wages? Well, that is
about how much they can pay after
they figure out how much they are tak-
ing in, the costs of goods that they sell,
what their operating costs are, and
what they need to live on. At the cur-
rent minimum wage, they could afford
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to hire about 10 workers. It comes out
to a minimum wage, 40 hours per week,
50 weeks per year, of about $8,500. If the
minimum wage were to be increased by
mandate on them by 90 cents, there is
added $1,800 per employee to the gro-
cer’s cost. But raising that wage does
not sell more groceries or anything
else in the store.

So how many people will they be able
to afford to hire? Only eight. A 20-per-
cent increase in the minimum wage
means they will have to lay off 20 per-
cent of their minimum wage workers,
or two people. A small business em-
ploying only five would have too lay off
one. To suggest that a minimum wage
increase has no effect on employment
in the smallest of small businesses is
just plain wrong. A mandatory mini-
mum wage increase for the smallest
employers means job loss.

The Senator from Massachusetts
would also have you believe that we
have locked out millions from in-
creases in the minimum wage, ‘‘em-
ployees of fully two-thirds of all firms
in the United States.’’

Come now, Mr. President, the truth
is this amendment only applies to
those firms that take in revenues of
$500,000 per year or less. These firms
employ only about 8 percent of the
American work force. The percentage
of those earning the minimum wage at
those firms is even smaller.

The Advocacy Council at the Small
Business Administration says only
about 10 percent of the small business
employees are at minimum wage. So
we are talking, probably—we do not
have exact figures from the Bureau of
Labor Statistics—less than a million
people.

I also find it somewhat odd that my
Democratic colleagues are complaining
about the amendment as a poison pill.
Many of them happily voted for similar
poison last time we passed a minimum
wage increase in 1989. And many of
them supported a bill authored by Sen-
ator BUMPERS, my distinguished rank-
ing member on the Small Business
Committee, in 1991. That amendment
clarified the need for a small business
exemption. If it was not poison then,
why is it poison now?

I think it is very unfortunate that
this administration is ignoring the ad-
vice of its own top small business
spokesman, Philip Lader, the adminis-
trator of the Small Business Adminis-
tration, who says:

An exemption for the smallest of small
businesses makes sense. Exempting small
businesses from a mandatory wage increase
for minimum wage workers means that firms
at the margin will not be forced to cut jobs
or not grow.

So there you have it. The view of the
need for a small business exemption
from the Clinton administration’s own
spokesman on small business.

We, on our side of the aisle, believe
the minimum wage is a floor. Appar-
ently some on the other side view it as
a ceiling. There are some Democrats
who would have you believe that Amer-

icans are locked into minimum wage
jobs, in some cases for life. Those just
are not the facts. Most Americans do
not earn the minimum wage. Many of
them start there and they move up the
scale. They have to get a start some-
where. That is why the minimum wage
and the training wage is so important.
Those who obtain minimum wage jobs
learn the skills and, as they become
productive, go on to better jobs at bet-
ter pay.

Who is it that is saying this is a poi-
son pill? Common sense sure does not.
I cannot believe the President would
deny the minimum wage increase he so
robustly seeks for the very large per-
centage of minimum wage workers who
are not employed by the smallest of
the small.

Mr. President, we will, I understand,
have an opportunity to discuss this
matter further tomorrow. At this
point, I yield the floor and suggest the
absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mrs. HUTCHISON. Mr. President, I
ask unanimous consent that the order
for the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mrs. HUTCHISON. Mr. President, I
am taking the floor today to speak in
favor of the Bond amendment. I cer-
tainly am speaking for the small busi-
ness people of this country when I sup-
port the exemption that is provided in
this amendment.

I think it is very important that we
look at the big picture when we are
making law that is going to affect the
economy of our country and most cer-
tainly the workplace of our country.

We have passed free trade agree-
ments, so we are now going to be in
competition with businesses through-
out the world. Many of these busi-
nesses have lower standards than we
do. They have lower wage scales. I
think America should keep our high
standards, but I also think if we are
going to keep jobs in America through
export markets rather than shipping
the jobs overseas—rather, export our
products instead of our jobs—if we are
going to do that, we have to look at
the big picture and look at what we
have done in this country over the last
3 or 4 years.

In fact, what we are doing is increas-
ing the cost of doing business in Amer-
ica. So if we pass the minimum wage
increase, we are going to add one more
increase to the cost of doing business
that will make us less competitive in
the global marketplace.

I was a candy manufacturer. I did ex-
port into Canada, for instance, but I
also competed, Mr. President, with
candy that was made in South America
and Mexico, and it was very difficult to
compete with candy that was made at
much lower cost because I had to be
price competitive. So I am very hopeful
that we will look at this competition

that we have created as we are taking
up an increase the size of a minimum
wage that we are talking about today.

So if we increase the minimum wage
at the same time that we have in-
creased taxes—that has already been
done—we have more regulatory costs,
and that has been proven, as well, pret-
ty soon we are going to see our jobs ex-
ported rather than our products ex-
ported from America—products made
with American labor.

I think we have to be very careful. I
appreciate the fact that Senator BOND
and Senator LOTT are working on an
amendment that would give our small
businesses a break. By having the
$500,000 exemption, we are taking the
businesses that are most vulnerable to
the margins of profit and we are going
to give them a break. I think that is
very important.

I have seen that small businesses
have a harder time competing for ex-
port markets anyway because they do
not have the size that makes for more
efficiencies. So if we can give them this
bit of help—$500,000 is a very small
company, especially if that is your
gross receipts, that is a small com-
pany—I think if we can give our small
businesses the advantage of an exemp-
tion, then maybe we will be able to get
the best of both worlds with this over-
all minimum wage increase.

I also like the provision in the
amendment that says we will have a
training wage for 180 days. A training
wage is an entry wage. You do not find
experienced people making the mini-
mum wage; you find people who have
no experience whatsoever making the
minimum wage, and they quickly move
on if they learn fast and show that
they are able to take on more respon-
sibility.

So I think the training wage is very
important for our entry level people,
our young people who are trying to get
their first experience or our older em-
ployees who might be coming back into
the marketplace. Getting that first bit
of training and allowing the leeway to
get that training, I think, is going to
be a very important mitigating factor
for the companies to be able to say,
yes, I can take a chance and hire some-
one at the $4.25 level because I know
that if they prove that they are worth
something, I will then be able to pay
more. But that gives me time to get
the product on the market and produc-
tivity up and find out if I am going to
be able to afford this and then hope-
fully be able to make the increase at
the end of the 180 days.

I also think, Mr. President, that this
folds into the welfare reform that we
have been talking about. If we are
going to put limits on the amount of
time that a person can be on welfare, if
we are going to encourage people who
are able-bodied to go into the job mar-
ket rather than staying in a cycle of
welfare, we have to have the jobs avail-
able for these people to enter the work-
place.

They are the very people that need
that entry-level wage. People who
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would be making a transition from wel-
fare into the job market ought to be
able to get that training wage, get that
experience. Their employers hopefully
would be able to take a chance at this
lower level of the wage, and give them
that opportunity to pull themselves up
by their bootstraps to become citizens
of this country who are taking a re-
sponsibility and providing their fair
share of the workload for this country.

So I urge my colleagues to support
this very important amendment, and
help us make sure that we keep the
strength of our economy as we are
moving into this higher minimum wage
level. Let us have time for people to
prepare. I think increasing the mini-
mum wage immediately could put a
very big hardship on some of our small
businesses that they would not be able
to immediately cover.

But if we give time for these busi-
nesses to plan for the increase, and see
how they are going to be able to in-
crease their prices in order to make up
for the higher costs, that we will be
doing something that will not hurt the
small businesses of this country nearly
as much, and it will not hurt so badly
our businesses that might be competi-
tive in the international marketplace
either.

Many people are concerned that if we
raise the minimum wage, it will in-
crease the cost of employing even peo-
ple who are not making the minimum
wage. We are going to start a ratchet
effect so that every level of wage is
going to go up. Well, that is good, but
it is also something that we have to
look at very carefully to make sure
that our businesses can absorb these
higher costs. We need to give them the
ability to raise the price of their prod-
uct in time so that they will not be in
a loss situation and have to actually
lay people off and eliminate jobs. That
is certainly not what we want the out-
come of the minimum wage increase to
be.

So I think the delay, giving business
a chance to prepare for the minimum
wage increase, keeping the training
wage are very important. I think the
$500,000 and below exemption is very
important for helping our small busi-
nesses to be able to keep their small
businesses going and increase employ-
ment rather than have to lay people
off. More than seventy percent of the
new jobs in this country are created by
small business. So the last thing we
want to do is hurt that economic ma-
chine, that job-creating machine that
is the small business of this country.
So we want our small businesses to be
able to plan for this increase, to have
the ability to absorb the increase in
costs that will happen. I think this is
the responsible way to do it.

Mr. President, before I end, I would
like to say that I am also very, very
pleased about another part of this bill.
It does not really relate to the mini-
mum wage, but in the business tax part
of the bill that will be introduced to-
morrow. I just want to commend Sen-

ator ROTH, the chairman of the Fi-
nance Committee, for including the
Hutchison-Mikulski homemaker IRA
bill.

I have been fighting for 3 years to
give the homemakers of this country
the ability to retire in security the
same as if they had worked outside the
home, because there is no question in
my mind that the work done inside the
home is as much a part of the Amer-
ican family, if not more important to
the American family, than the work
done outside the home. But ever since
IRA’s have been allowed in this coun-
try that would allow people to set aside
$2,000 a year, tax free, for their retire-
ment security, ever since we have au-
thorized those, we have not allowed the
homemaker, who works inside the
home, to be able to contribute that
same $2,000 a year.

We are trying to correct that in-
equity. Senator MIKULSKI, Senator
FEINSTEIN, Senator KASSEBAUM, Sen-
ator SNOWE, and Senator GRAMM have
all signed on to be cosponsors of that
bill. Senator ROTH especially has been
very helpful, not only in putting that
in the original tax cut bill that was ve-
toed by President Clinton last year,
but he has also included it in this bill.
If this bill can be signed by the Presi-
dent then we will have our homemaker
IRA’s.

So I am hopeful that this is a bill
that will include the Lott-Bond amend-
ment so they will help the small busi-
nesses be able to prepare for this mini-
mum wage increase and give the ex-
emptions for small business to be able
to continue to pay the lower minimum
wage, and then if we can have the
homemaker IRA that will really make
a difference in the savings in this coun-
try and in the security of our one-in-
come-earner families and not only
that, but when you take everything
into consideration, it is just a matter
of equity.

It is just flat equity that every per-
son who is working in our country,
whether it is inside the home or out-
side the home, should have the same
opportunities for saving for retirement,
tax free. And that is exactly what we
will be doing if we are able to pass this
bill with that very fine amendment
that will be sponsored by Senator ROTH
tomorrow.

So I am very pleased to be supportive
of this measured minimum wage in-
crease because I believe that it can be
good for our country if we do it in just
the right way. So I thank the sponsors
of the amendment, and I yield the
floor.

Mr. NICKLES addressed the Chair.
The PRESIDING OFFICER. The

Chair recognizes the Senator from
Oklahoma.

Mr. NICKLES. Mr. President, I in-
quire how much time remains on both
sides?

The PRESIDING OFFICER. There
are 9 minutes 7 seconds for the major-
ity side and 30 minutes for the minor-
ity.

Mr. NICKLES. Mr. President, thank
you.

I wish to compliment my colleague
from Texas for an outstanding state-
ment and also for her leadership on
this issue and for the fact that she has
some business experience to rely on. I
think that certainly is needed. I hope
that her advice, as far as voting on
these amendments, will be taken to
heart by our colleagues.

Mr. President, I rise in opposition to
a 21-percent increase in the minimum
wage. That does not mean that I do not
want individuals that make the mini-
mum wage to make more money. I
hope that they do. I hope they make a
lot more. I hope we are not satisfied
with them making $5.15. I would like
for them to make a lot more.

But what I would hate to do is to
pass a Federal law that says it is ille-
gal for them to work for $5. In other
words, if the economic situation in
some area will only allow a job to pay
$5 or $4.50, I do not think we should
pass a Federal law to say it is illegal
for them to take the job.

That is exactly what we are doing. I
have heard some of our colleagues say,
‘‘Well, this is supported by an over-
whelming majority of people. Eighty
percent of the people support the mini-
mum wage.’’ I want people who make
minimal amounts of money to make
more money as well. But suppose the
pollster phrased it like this: Should the
Federal Government make it illegal for
an individual to work for $4.80 an hour
in rural Montana if that is the best
that that employer can pay and the
best that that employee can make?
Most people would say, no, you should
not make it illegal.

I just say that I believe the reason
why we are here is not really to raise
minimum wages. I believe it is politi-
cal. I believe our colleagues on the
Democrat side, including the Presi-
dent, are playing politics. They are
trying to score political points. Maybe
they have been successful. I do not
know.

Interesting coincidence of timing.
The Democrats controlled the Senate,
both Houses of Congress, in 1993 and
1994. They could have raised this issue
at any time during then. The majority
leader could have called it up. The
Speaker in the House could have called
it up at any point. They controlled
both Houses of Congress. President
Clinton and the Democrats said they
were in favor of it. They could have
moved at that time. They could have
pulled it up, and both Houses would
have considered it, would have voted
on it, or at least it would have been up
for consideration. They did not do it in
1993. They did not do it in 1994. They
did it, I believe, for political purposes,
about the same time after organized
labor came into town and said they
would commit $35 million to try to re-
take both the House and the Senate.
Interesting timing.

All of a sudden, here come the
amendments, and we will have this
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amendment on everything, we will
make it illegal for anybody in America
to work for $5 an hour because some-
body in this Chamber has determined
you should not have a job if it is only
$5 an hour. I disagree with that philos-
ophy. I disagree with it very strongly.

Now, if the Senator from Massachu-
setts or the Senator from any other
State, if their State wants to raise
minimum wage to $5.25, which I think
they have done in the State of Massa-
chusetts, they are scheduled to go to
$5.25, that is fine. If the State of New
York wants a minimum wage of $6 an
hour, they have the right to do so. Why
in the world should we make it na-
tional? What about the State of Mon-
tana, or some rural town in Montana?
Maybe they have different economic
circumstances, which they most cer-
tainly do, than, say, New York City or
Washington, DC.

Why should we presuppose we have
all the wisdom and we should mandate
what the wages should be nationally,
and make it is against the law for you
to have a job even if you are 16 years
old and want to get started climbing
the economic ladder? We are going to
say, ‘‘No, if you cannot get a job that
pays at least $5.15 an hour, you cannot
have a job. The Federal Government
has determined it is better for you to
stay at home, not work. If you cannot
get a job at $5.15 an hour, we prefer you
not to have a job. It is against the law
for you to have a job.’’

I think that is a mistake. I think it
is a serious mistake. I think it will
cost jobs. I do not know how many jobs
it will cost. The Congressional Budget
Office estimates employment losses for
a 90-cent-per-hour increase in mini-
mum wage from roughly 100,000 to
500,000 jobs. That is a pretty significant
economic impact on that 100,000 or that
500,000 people who lose a job.

Those are people that may need the
job more than anything. Maybe they
are people that want to start climbing
the economic ladder, and we will say,
‘‘No, you need not apply. That job is
not worth it.’’ Maybe it was pumping
gas, sacking groceries, or some menial
task. That first job can be one of the
most important, in fact, maybe the
most important job somebody will have
because they start learning skills.
They might learn they need more edu-
cation, or have an idea, ‘‘Wait, I need
to make more money, so therefore I
better go back to school,’’ or vo-tech,
or finish high school, or maybe go to
college. No, we will have a Federal law
that says if you do not make at least
$5.15 an hour, we have determined you
should not have a job. As a matter of
fact, it is illegal for you to have a job.
I think that is wrong.

The Employment Policies Institute
estimates that the job loss for an in-
crease of 90 cents is over 600,000, if Sen-
ator KENNEDY’s amendment passes. Mr.
President, 10,000 are in Oklahoma,
18,000 would be in Georgia. I do not
want to pass a law that will put 10,000
Oklahomans out of work. Again, if

they want to do that in the State of
Massachusetts, power to them. If they
want to do it in other States, they have
that right to do so. We should not
interfere with that.

What about States rights? The 10th
amendment of the Constitution says
all the rights and powers are reserved
to the States and the people. They did
not envision the Federal Government
mandating that if you do not make
$5.15 an hour, you cannot have a job.
That is what Senator KENNEDY’s
amendment would do.

Senator KENNEDY’s amendment is
even worse than the language that al-
ready passed the House, which Presi-
dent Clinton said he would sign. The
House bill at least has a training wage
of 90 days; Senator KENNEDY only has
one for 30 days. The House bill does not
hit the restaurant owners and workers;
it allows a tip credit. Most people that
work in restaurants make $8 or $9 an
hour on average. They are not mini-
mum wage, so they keep the tip credit
at $2.13. Senator KENNEDY has that in-
creased. That would be a big hit on
somebody that has a small restaurant.
My point being that his language is
even worse than what passed the
House. The net result is you will put
hundreds of thousands of people out of
work.

I believe that is a serious, serious
mistake. Not only that, but now it
would be retroactive. So, think of that.
You have a small business. Senator
KENNEDY does not give a small business
exemption, no matter how small. My
colleagues know I used to have a jani-
torial service. We did not pay mini-
mum wage. I used to work for a jani-
torial service that did pay minimum
wage. Senator KENNEDY’s bill would
make it retroactive. That might be
nice if you got the wage, but what
about the employer that could not
cover it?

I remember asking my boss, when I
was making $1.60 an hour, for a raise,
and after a couple weeks he gave me a
nickel-an-hour raise. Senator KENNEDY
will mandate they have to give 45 cents
retroactive to July 5. What if they can-
not afford that? Sorry, you just lost a
job, thanks to Senator KENNEDY’s
amendment.

We should not allow that to happen.
We should not be passing laws around
this place that will put hundreds of
thousands of people out of work. We
should not be passing laws around this
place that say it is illegal for you to
have a job that pays $5.10 an hour be-
cause the Federal Government has de-
termined that any job that is worth
having should pay at least $5.15 an
hour.

I believe that is very bad economics.
It does not make sense. I do not believe
we can repeal the law of supply and de-
mand. If we can, why stop at $5.15?
Maybe we should have another amend-
ment that says make it $10 an hour if
there is no negative impact on a 21-per-
cent increase in the minimum wage.
Increase it 100 percent—make it $10 an

hour or $20 an hour. Anybody making
$5 an hour, I would like them to make
$10 or $20. I would like them to be bet-
ter off financially. If there are no nega-
tive economic consequences, why not
do it? We are not going to do it because
people know it would have a negative
economic consequence. We know we
would be putting people out of work,
and there are certain jobs in certain
places that cannot afford to pay it.

The people we will hurt the most are
the people we should be hurting the
least. We will be hurting a little res-
taurant or grocery store that is com-
peting in some rural town, trying to
stay alive, competing against Wal-
Mart. Some big business comes in and
the little guy is having a hard time
staying alive. Yet, we are going to
mandate a 21-percent increase in mini-
mum wage. Maybe they were hiring
some young people, 16 and 17 years old,
that wanted to earn some money in the
summertime, and we will tell them,
‘‘No, you cannot do that. It is against
the law. Unless you pay at least $5.15
an hour, we have determined that job
is not worth having.’’ We have decided
that in Washington, DC, because we are
the source of all wisdom.

What is right about $5.15? Why not
make it $6 or $7 or $8 or $10? It just
does not make sense. If you repeal the
law of supply and demand, we should
make it $10 or $20, but we cannot. It
will cost jobs. If we pass the increase in
minimum wage, it will cost jobs. We
will put people out of work, people that
need to work the most, people that
want to start climbing the economic
ladder. That is a serious mistake.

I mentioned, Mr. President, I worked
for a janitorial service in Stillwater,
OK, and the 1968 minimum wage was
$1.60. My wife and I both had a job
there. We worked at it a month before
we asked for the raise. We got the nick-
el. We decided that was not enough, so
we started our own janitorial service
and we made a lot more money work-
ing for ourselves. We got started low on
the economic ladder, but we were able
to climb up. I am glad the Federal Gov-
ernment did not come in and say they
wanted the minimum wage at that
time to be much, much higher. I might
not have gotten that job. I might not
have gotten the training, and I might
not have started my own janitorial
service and put myself and several
other people through school.

We should not deny people economic
opportunities. We should not be pass-
ing laws that will be putting people out
of work. That is exactly what we will
be doing if we pass this increase in
minimum wage. I hope we will not do
it. I urge my colleagues to vote no on
the Kennedy amendment tomorrow.
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